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STOCKPILE AND ACCESSIBILITY OF STRATIGIC AND CRIT- 
ICAL MATERIALS TO THE UNITED STATES IN TIME 
OF WAR 


WEDNESDAY, MAY 26, 1954 


Untrep STATES SENATE, 
SprecrIAL SUBCOMMITTEE ON MINERALS, MATERIALS, AND 
FuELS Economics OF THE COMMITTEE 
ON INTERIOR AND INSULAR AFFAIRS, 
Washington, D. C. 

The subcommittee met at 10:15 a. m., pursuant to call, in room 224, 
Senate Office Building, Senator George W. Malone (chairman of the 
subcommittee) presiding. 

Present: Senator Malone. 

Present also: Jerome S. Adlerman, counsel to the subcommittee; 
George B. Holderer, subcommittee engineer. 

Senator Martone. The subcommittee will be in order. 

There are three principal witnesses this morning, beginning with 
Samuel C. Waugh, Assistant Secretary of State for Economic Affairs. 

Will you come up, and bring Mr. Nichols and Mr. Stibravy from 
the State Department. I understand they are here to assist in youl 
testimony. Dr. Klaus Knorr and Dr. Benjamin Graham are here. 

Would you come up and have a seat here at the table ? 

I want to say at the outset, as you already know, that the hearings 
of our subcommittee are informal, but what we want always to do is to 
have a very complete record. 

Mr. Waugh, you may feel free to call on any of your associates 
here, or Dr. Knorr or Dr. Graham, at any time. 


PURPOSE OF HEARING 


The committee, as you know, Mr. Waugh, has been empowered 
under Senate Resolution 143 to investigate into the accessibility of 
strategic materials to the United States in time of war and the increas- 
ing supply that is necessary for our domestic economy and for our 
security. 

One subject that has aroused the interest of the committee 
has been the formulation of commodity agreements entered into by 
the State Departme nt with other nations. 

Congress in the past has refused to endorse the Habana Charter 
which would set up an International Trade Organization. Despite 
this fact, we find that, like*the hydra-headed monster when we lop 
off one head, another, such as the International Materials Confer 
ence, springs up and now apparently we are confronted with still 
another under the auspices of the U. N. 
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First, the committee is interested to learn who is behind these 
constant efforts to involve the United States in an International Trade 
Organization. Second. it is interested in ascertaining just what are 


the legal effects of its membership in the United Nations if such an 
International Trade Organization, which, I believe, may now be known 
as the Permanent Advisory Commission on International Trade, is 
formed under the auspices of the United Nations. Would we be 
legally bound to accept it and to enforce its edicts? Third, even 
though such organization would not have legal effect in this coun- 
try, would we be morally obligated by reason of our membership to 


abide by its edicts and regulations? Fourth, even though we might 
not be legally or morally bound to accept its regulations, what would 
be the economic etfect : ind impact 01 i the United States insofar as the 


supply of strategic materials is cone erned if these other nations decide 
to go ahead with the Permanent Advisory Commission on Interna 
tional Trade on their own ? 

Would we then be faced with an international cartel which would 
fix whatever prices it desired at artificial levels ? 

Would it enforce quotas and allocations as to the amounts of com- 
modities we could purchase, and would it be in a position, if it desired, 
under this setup to cut us off from strategic materials under the control 
of the membership of this Commission even though we were not a 
member officially ? 

It seems that that is what we have antitrust laws for in this country, 
and it is a bit difficult to have an international antitrust law. 

In order to present the proper chronology and lay a foundation for 
the questions, I am going to deal at some length with the past history 
of the events that led up to the present formation of the United Nations 
Permanent Advisory Commission on International Trade. 

In January, the New York Times reported a study by the United 
Nations on commodity trade and economic development. This re- 
port came to my attent ion on January 13, while this committee was re- 
viewing the activities of the International Materials Conference. 

By the way, for your inform ition, Mr. Waugh, if you do not have a 
copy of it, that part has been printed and will be available to all of 
Vou. 


STATEMENT OF SAMUEL C. WAUGH, ASSISTANT SECRETARY OF 
STATE FOR ECONOMIC AFFAIRS, ACCOMPANIED BY C. W. NICHOLS, 
ACTING DEPUTY DIRECTOR, OFFICE OF MATERIALS POLICY, 
STATE DEPARTMENT, AND WILLIAM J. STIBRAVY, SPECIAL 
ASSISTANT TO THE DIRECTOR, OFFICE OF FINANCIAL AND 
DEVELOPMENT POLICY, STATE DEPARTMENT 


Mr. Waven. I have it. 

Senator Matone. It is very interesting. 

Our hearings have now been printed and on page 110 of part 4 
starts an interrogation of Mr. Armstrong of the United States State 
Department in which I asked him what he knew about the proposed 
new Trade Stabilization Commission. I read portions of the New 
York Times release to him which appear on pages 110 and 111 of our 
hearings. I now want to read from page 119 of these hearings my 





STOCKPILING STRATEGIC AND CRITICAL MATERIALS 3 


interrogation of Mr. Evans, then the Director of the Office of Materials 
Policy, who was before the subcommittee. 


Senator MALONE. And now we have the proposal already read into the record 
of a new U. N. commission to deal with commodity supply and prices. 

Mr. Evans. May I comment on that, sir? 

Senator MALONE, Yes. 

Mr. Evans. Mr. Armstrong was testifying when you read it This proposal 
for an international commission, I am familiar with for the same reason as 
you, that I have read about it in the papers. This was true, I think, of everybody 


n the United States Government. It was a report of an expert group that was 
established by the United Nations as a result of a resolution passed at an earlier 
ession of the United Nations. These experts had no authority whatever other 


than to make some recommendations to the United Nations. They have now 
ypade those recommendations. Those recommendations have no status what- 
ever so far as the United States Government is concerned Mr. Armstrong has 
reminded me that the United States voted against the resolution which estab 


lished the commission. 


Now let me continue reading from page 119: 


Mr. Evans. No commission has been established. An expert committee to 
study the question of stabilization and to make some proposals was established 
It has now proposed a commission. The United Nations has not acted on its 
proposal. It has, as I say, no status other than a report by five individuals. 


Senator MaLone. How many nations are members of the United Nations, do 
you remember? 

Mr. Evans. I don’t know the exact number; no, sir 

Senator Martone. About how many? 

Mr. EvAns. I know it is more than 50. 

Senator MALONE. If we were outvoted on a majority vote they could establish 
uch a commission, could they not? 

Mr. Evans. Well, they could establish their commission, I assume, without 
the United States vote, but they couldn’t very well give the Commission any 
power over the United States. 


That is the reason why we want to determine whether we are bound, 
f we are, in any way whatever, by what has now been done, which is 
hat we anticipated at that time. 


ESTABLISHMENT OF PERMANENT ADVISORY COMMISSION ON INTERNA- 
TIONAL COMMODITY TRADI 


Today we are in a position to review what has happened during the 
months since our last discussion of this subject. ‘The Economic and 
Social Council of the U. N. met in New York during April. A reso 


lution was introduced by the \reentine Gover! ment to establish this 


Commission which we discussed. I will make the original Argentine 


esolution a part of the record. 


UNITED NATIONS EcoONOMIC AND SocrAL Counctt 


Distr. Limited 
E/AC. 6/L. 78 
April 8, 1954 
English 

Original: Spanish 


Economic Committee, 17th Session, Item 3 (a) 


BCONOMIC DEVELOPMENT OF UNDERDEVELOPED COUNTRIES REPORT OF THE GROUP OF 
EXPERTS ON INTERNATIONAL PRICE RELATIONS 


ARGENTINA: DRAFT RESOLUTION 


The Economic and Social Council, having regard to the report, Commodity 
Trade and Economic Development, submitted by the group of experts appointed 
under General Assembly Resolution 623 (VII) and the reports prepared by the 
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Secretary-General in response to that General Assembly resolution and Economic 
and Social Council Resolution 427 (XIV), paragraph 7 (E/2438, 2455, 2456, and 
2456/Add. 1), 

Considering: 

That all the reports emphasize the need for devising effective measures of 
international cooperation to solve the grave problem of the instability of the 
proceeds of primary commodity exports which affects the majority of the coun- 
tries in process of development. 

That in order to facilitate the adoption of measures to achieve such stabiliza- 
tion on a just and equitable basis, it is necessary to establish specialized machin- 
ery, within the framework of the United Nations, permanently concerned with 
the examination of proposals capable of offering satisfactory solutions. 

That, as is noted in the report, Commodity Trade and Economic Development, 
there is at present no effective international procedure for the study of such 
problems, 

That it is urgent and essential, both for the underdeveloped countries and for 
the international economy as a whole, to find a rapid and effective solution of 
the grave and persistent problem of the instability of primary commodity mar 
kets and the secular deterioration of the terms of trade between primary com 
modities and manufictured goods in international trade, 

Bearing in mind the need for adopting all measures likely to create the condi- 
tions of stability and well-being which are necessary for peaceful and friendly 
relations among nations; 

Resolves that 

1. An advisory commission to be known as the Permanent Advisory Commis- 
sion on International Commodity Trade shall be established as a directly 
subordinate organ of the Economie and Social Council. 

2. The main task of the Commission shall be to examine measures tending to 
achieve relative stabilization of the proceeds of primary commodity exports, 
on a just and equitable basis, and to make recommendations to the Eeonomic 
and Social Council to that end. 

3. The Commission shall also function as an advisory organ of the Economic 
and Social Council in considering all problems related to the international trade 
in primary commodities. To this end, any State member may bring to the Com- 
mission’s attention any problems affecting it in this matter and may take part 
in the Commission’s discussion of the problem if it is not a member of the 
Commission. 

4. The Commission shall also have the following functions : 

(a) To keep constantly under review the movement of world primary com 
modity markets by the assembly and analysis of appropriate data 

(b) To submit periodical reports to the Council on its work and to propose 
without delay measures for the solution of problems within its terms of reference. 

(c) To publish studies and statistical reports on prices, terms of trade, and 
other matters relating to the international trade in primary commodities. 

5. The Permanent Advisory Commission on International Commodity Trade 
shall consist of 15 members of the United Nations who shall be elected having 
regard to proper geographical distribution and to their interest in the interna- 
tional trade in primary commodities, taking into account the size of their share 
in such trade or the importance of such trade to their national economy. The 
members of the Commission shall be elected for a term of 3 years and may be 
reelected. 

6. The representatives of States members appointed to the Commission shall 
be experts specializing in matters relating to the international trade in primary 
commodities. 

7. Representatives of the Secretary-General and of the specialized agencies 
concerned shall attend the meetings of the Commission, without vote. 

8. The Commission shall function continuously and may hold such meetings 
as it considers desirable and necessary for the performance of its functions. 

9. The Interim Coordinating Committee for International Commodity Arrange- 
ments shall be dissolved by virtue of this resolution and its functions shall 
be transferred to the Permanent Advisory Commission on International Com: 
modity Trade. 

10. The Commission may propose to the Council any changes in its terms of 
reference it may deem desirable. 


Senator Matonr. Now, this Argentine resolution resolves that an 
advisory commission, to be known as the Permanent Advisory Com- 
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mission on International Commodity Trade, shall be established as a 
directly subordinate organ of the United Nations Economic and Social 
Council. 

Just about the time, Mr. Secretary, that the Congress of the United 
States thinks it is on the way to at least lay down some policies and 
long range principles that might result in the production of some of 
these materials. we find that we are not running our own business. 

Mr. Waugh, I want to compliment the State Department on the way 
our representative, Mr. Preston Hotchkis, conducted himself at this 
meeting of the Economic and Social Council and now I want to make 
part of the record the portion of his statement before the first 
plenary session in which United States opposition to the establish- 
ment of this Commission was voiced. I will read a few paragraphs 
from Mr. Hotchkis’ statement. This is part of his statement. 


The experts also believe, however. that commodity agreements, if properly 
drawn and operated, may be an effective means for preventing excessive price 
fluctuations. This they hope might be obtained if the atempt were made to cover 
several commodities in a single agreement, instead of relying on the inevitably 
slow and uncertain increase in single commodity agreements 

I must confess, Mr. President, that I find no ground to justify this hope. The 
difficulties experienced in negotiations relating to a single commodity would 
in my judgment be greatly multiplied if we attempted to deal with many com- 
modities at the same time. Moreover, any agreement covering many commod- 
ities would involve widespread interferences with the workings of a free world 
economy. It would magnify the danger of diverting production, consumption 
and trade patterns from the channels they would be likely to assume under a 
more healthy, competitive, and free-enterprise system. The net result of such 
arrangements, even if it were practicable to conclude them, would I firmly 
believe, be deterimental and not beneficial to economic development 


As to the establishment of the trade stabilization commission recom- 
mended by the experts, Mr. Hotchkis said: 


My delegation is unable to support this recommendation The proposed com- 
mission would inevitably exercise the same general responsibilities as the old 
Heonomic and Employment Commission of the Council and might be expected 


to suffer from the same defects 


[ shall now make Mr. Hotchkis’ entire statement a part of the record. 
UNITED STATES MISSION TO THE UNITED NATIONS 


For Immediate Release—Press Release No. 1895 
Aprit 7, 1954. 


STATEMENT BY THE HONORABLE PRESTON HorcHKTs, UNITED STATES REPRESENTATIVE 
IN THE ECONOMIC AND SoctAt CoUNCIL, ON ECONOMIC DEVELOPMENT OF UNDER- 
DEVELOPED COUNTRIES 


Mr. President, aid, which we wish to curtail; investment, which we wish to 
encourage; convertibility, which we wish to facilitate; and trade, which we wish 
to expand, is the way in which President Eisenhower has summarized his foreign 
economic policy. 

I feel confident that almost all of you agree with each of the four points of 
this United States policy. No country, I'm sure, likes to rely on assistance from 
abroad. Most of you realize the benefits which follow upon a free flow of private 
investment and a free exchange of currencies. Furthermore, I believe, all 
of you are eager to cooperate in the removal of artificial barriers to the increase 
in the peaceful trade of the world. 

I welcome this opportunity to express my understanding of how this policy 
of the United States will assist the economic development of the less developed 
countries. The United States has already demonstrated the vitality of its 
interest in this development, not merely by words, but by deeds. This is well 
attested by the scale and scope of our activities in the provision of both financial 
and technical assistance to the underdeveloped countries. You may have 
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read in this morning’s press of our current request to Congress to maintain our 
programs of development assistance and to increase the programs of technical 
assistance to underdeveloped areas. We must now move forward toward 
conditions in which such extraordinarly assistance is not required. 

At this session, we have the opportunity of concentrating on a special group 
of problems related to the promotion of economic development. I believe our 
werk will be facilitated and made more useful if in our present discussions under 
agenda item 3 we keep as closely as possible to the problems listed under it. 
As we are all aware, there will be full opportunity at the next session of the 
Council to consider a number of other important issues in this large field which 
are not scheduled for consideration at the present time. 

My own remarks will deal with issues raised by the report of the group of 
experts on commodity trade and economic development and the challenging sub 
ject of the international flow of private capital. The topic of land reform, which 
nda item 3, Ll propose to leave to committee consideration 

I address myself first to the report of the group of experts on commodity trade 
and economic development. The experts were required to include in their report 
some consideration of the problem of long-term changes in the relation between 
the prices of primary commodities and the prices of manufactured articles, This 
is a subject which has been much discussed both in the United Nations and in 
other international forums. The conclusions reached by the experts correspond 
to those presented in the report on Measures for International Economic Stability 
which a different group of experts, also appointed under a U. N. resolution, sub 
mitted to this Counc in 1951. These conclusions are also similar to those my 
Government has expressed on a number of occasions. Their essence is this: It 
would be neither desirable nor practicable to attempt to change the long-term 
relationship of prices between primary commodities and manufactured goods 
which tends to be established by the operation of competitive market forces. 
The experts accordingly reject any proposals designed to change artificially the 
long-term course of price relationships between primary and manufactured com 
modities. I think that their work in this field has been most useful and realistic 
and I commend them for it. I should like also to pay my tribute to the Secre- 
tariat for the series of informative and germane studies presented under item 
3 (b). These provide helpful factual and other data which supplement the work 
of the experts on long-term international price relationships but in no way dis 
turb their conclusions. 

The experts direct their attention chiefly to the problem of extreme short-term 
price fluctuations within the long-term trend. Such price swings present diffi 
culties for all countries, but especially for those less developed countries which 
depend mainly for their foreign exchange earnings on the exports of only 1 or 
2 primary commodities. Wide fluctuations and uncertain foreign exchange 
earnings may entail economic hardship and impede the steady progress of eco 
nomic development. 








is also listed under ag 


The problem of marked price instability in primary commodity markets is, 
therefore, one with which my Government and all governments of the free world 
must be greatly concerned. As to the desirability of reducing this instability, 
there can be no disagreement. The problem to be faced is how this can be safely 
accomplished. Devices that serve temporarily to reduce price fluctuations must 
be judged by their potentialities for contributing to healthy economic growth 
They may retard rather than promote such growth if they interfere with long 
term price trends and introduce rigidities and restraints that impair the elas 
ticity of economic adjustment which is fundamental to economic progress 

This is a danger which must be faced in the consideration of proposals for 
governmental commodity arrangements. This danger and the great practical 
difficulties involved in reaching accord on the details of any contemplated ar 
rangement largely explain why so few international agreements involving con 
suming as well as producing countries have hitherto been reached. The experts 
recognize this situation and see little prospect of any substantial increase in 
the number of agreements. My delegation shares this view. 

The experts also believe, however, that commodity agreements, if properly 
drawn and operated, may be an effective means for preventing excessive price 
fluctuation. This they hope might be obtained if the attempt were made to cover 
several commodities in a single agreement, instead of relying on the inevitably 
slow and uncertain increase in single commodity agreements. 

I must confess, Mr. President, that I find no ground to justify this hope. The 
difficulties experienced in negotiations relating to a single commodity would in 
my judgment be greatly multiplied if we attempted to deal with many commodi 
ties at the same time. Moreover, any agreement covering many commodities 
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would involve widespread interference with the workings of a free-world 
economy. It would magnify the danger of diverting production, consumption 
and trade patterns from the channels they would be likely to assume under a 
more healthy, competitive and free enterprise system. The net result of such 
arrangements, even if it were practicable to conclude them, would, I firmly 
believe, be detrimental and not beneficial to economic development. 

The experts extend their proposals for comprehensive commodity stabiliza- 
tion arrangements by recommending for further study a “commodity reserve 
currency scheme.” If this were an academic seminar we might, Mr. President, 
find some interest in discussing the complexities of this by no means novel 
proposal. This, however, is not an exercise in which I would care to engage 
in this forum. I see no likelihood whatever that my Government would be 
disposed to give this scheme any serious consideration in the foreseeable future. 
I feel sure that other delegations will share my view that the scheme is impracti- 
cal. I hope therefore that the Council will not devote time and energy which 
might well be spent in more useful activities to detailed examination of a 
proposal that would seem to have no chance whatever of acceptance by govern- 
ments. 

The experts recommend—and this is their most specific proposal—the estab- 
lishment by the Council of a Trade Stabilization Commission. This Commission 
would be concerned with proposals for dealing with the problem of stabilization 
generally. It would leave undisturbed the existing international machinery, 
such as the Interim Coordinating Committee for International Commodity Ar- 
rangements and its associated study groups, which provide mainly for action, on 
commodity by commodity. My delegation is unable to support this recommen- 
dation. The proposed commission would inevitably exercise the same general 
responsibilities as the old Economic and Employment Commission of the Council 
and might be expected to suffer from the same defects. The establishment of a 
commission charged with responsibility for considering broad questions of 
economic policy would simply invite duplication of discussion, since these are 
questions which the Council itself must necessarily debate. 

With respect to the experts’ suggestions relating to the use of the fund’s 
resources, I await with interest the statement to be made by the representative 
of the fund. My Government, as this Council has previously been assured, 
will be prepared, at such time as it may appear necessary, to give proper con- 
sideration to the matter of an increase in the fund’s resources. 

While my delegation has been unable to accept the views of the experts on a 
number of points, we have found much in their report that is useful and con- 
structive. We welcome particularly their warning as to the dangers of excessive 
concern With international measures and their emphasis on the need for the 
pursuit by national governments of policies which contribute to stability. Un- 
derdeveloped countries must avoid inflation and prevent the dissipation in boom 
times of investment funds, public revenues, and foreign exchange earnings. In- 
dustrial countries can play a major role by combining steady economic growth 
with the maintenance of high levels of employment. 

We must then, Mr. President, try to deal with this problem of excessive fluctn- 
ations by a realistic combination of international and national measures. 

Internationally, countries can contribute to greater economic stability by 
collective efforts toward relaxation of trade and currency restrictions. We can 
consult and cooperate to improve knowledge of world supply and demand for 
materials and foodstuffs. 

The field for national action is bread. 

The experts have emphasized, and rightly so, the need for sound fiscal, mone- 
tary and investment policies. They have also properly stressed the importance 
of formulating broad development programs and developing the administrative 
resources and the political consensus necessary for their execution. 

I might talk generally of what the industrial countries can do to promote 
greater economic stability. I feel it would be more useful, however, if I indicate 
specifically what my own country is doing. 

(1) The United States is participating in study groups on several basic com- 
modities; (2) President Eisenhower, in his recent statement to the Congress on 
foreign economic policy, recommended specific measures for the relaxation or 
removal of impediments to foreign trade; (3) in the conduct of our stockpiling 
programs we recognize an obligation to avoid actions which would have disrup- 
tive effects upon world prices; (4) in disposing of agricultural surpluses we shall 
take special precautions to safeguard against the substitution or displacement of 
normal commercial marketing; (5) we are assisting the economic development 
and diversification of underdeveloped countries through our financial and tech 
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nical assistance programs and through our efforts to promote conditions favor- 
able to an increased flow of private investment—a matter with which I shall deal 
shortly; (6) we are resolved to maintain high levels of economic activity in the 
United States. We all recognize the influence of the economic conditions in the 
United States upon world economic conditions. In his economic report for the 
Congress, President Eisenhower made it quite clear that the United States 
Government is prepared to use its vast powers, as circumstances may require, 
to help maintain at home employment and purchasing power as well as reason 
ably stable prices. By so doing we shall be making a major contribution to world 
economic stability 

Mr. President, I have tried to make clear that the United States not only recog- 
nizes fully the importance and seriousness of the problem of excessive price in- 
stability, but is pursuing a constructive program for alleviating it. 

I turn now to the international flow of private capital. The benefits of private 
international investment are so much a part of our lives that it takes considerable 
effort to separate them out for individual scrutiny But this we must do, for 
ours is the duty to see that the world is not prevented by any lack of vision from 
enjoying those benefits to the fullest. 

To be sure those benefits have already been substantial. In the last 
something like $314 billion of private investments abroad have been made by 
United States citizens alone. Perhaps, if the flow from Northwestern Europe 
were added, the total of private international investment in the last 2 years 
would be $5 billion. 

But for me those global statistics tell the story far less impressively than do 
some of the specific investment histories with which I have become familiar as 
a result of my Government service, particularly as a member of the Business 
Advisory Council of the United States. Executives from Du Pont, from General 
Motors, from Standard of New Jersey, and from many other leading firms in 
the foreign investment field have served on the Council while I have been there. 
These men have told me of some of their development projects abroad. Just 
recently one of them told me how his firm had introduced a totally new and 
complex industrial process in a South American country. Within a few years 
direct employment was given to 4,000 men and only 11 of these were from the 
United States. Similar examples can be cited around the world. 

I have been told how, in the development of the tremendous iron ore resources 
of Venezuela, in itself a notable achievement, the United States Steel Corp. is 
building a 90-mile railroad from Cerro Bolivar to Puerto Ordaz on the Orinoco 
River. The latter river, too, through intensive dredging has become an important 
artery for the supply of raw materials to world markets. The impact of this 
single investment in terms of employment of Venezuelan nationals, the provision 
of electrical facilities, housing, schools, and medical facilities, quite apart from 
direct contributions to the Venezuelan economy in the form of taxes, is 
staggering. 

The Firestone Tire & Rubber Co. investment in Liberia is a classic example 
of foreign capital investment which has contributed tremendously to the eco 
nomic strength, political stability and social progress of an underdeveloped 
country The Firestone investment in Liberia, estimated at sixty or seventy 
million dollars, provides employment for about 15,000 Liberians and is a prin- 
cipal source of revenue for the Liberian Government. The success of the Fire- 
stone venture in Liberia, and the good relations consistently maintained with the 
Liberian Government have encouraged other investments in Liberia, particularly 
in mining, and additional important investments in the future may be confidently 
expected 

The immensity of these United States Steel and Firestone investments should 
not lead us to overlook the contribution to economic development of the hundreds 
of smaller investments being made each year. For example, a relatively small 
investment, which may prove important to the country in which it will be made, 
will follow from the recent decision of one United States firm to install a plant 
in the tropics for the manufacture and canning of banana puree and banana 
flakes. The first product will be sold primarily to manufacturers of baby foods, 
the second is to be used for flavoring purposes. The investment will make 
possible the utilization of much substandard fruit which has hitherto largely 
been wasted. 

I could go on citing other cases. Many of you could do likewise. Some of 
you undoubtedly know better than I the astounding story of the growth of 
Sears, Roebuck in Latin America, how new standards of merchandising have 
been introduced, how scores of new small industries have been called into being. 
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The examples I have given illustrate the predominant form of investment today 
It is direct investment in which the flow of managerial and technical assistance 
is often more important than the capital itself. The so-called capital-exporting 
countries invest, not only their capital, but also their technicians, their ideas, 
and their ideals. 

Portfolio investment, as we knew it in the twenties, when large sums were 
sent abroad, sometimes rather recklessly, has now pretty much disappeared. 
Today, of course, we have the International Bank and national institutions 
such as our Export-Import Bank where capital is combined with technical as 
sistance and careful analysis. These institutions are helping to provide the un 
derdeveloped countries with basic facilities which increase the opportunities for 
diversified private investment. These institutions seek private partners in their 
lending operations, and, to an increasing degree, are turning for their funds to 
the private portfolio markets. The investment climate abroad is thus of direct 
importance to the investments of the public lending agencies. Government lend 
ing agencies could conceivably provide capital in the face of an unfriendly in 
vestment climate, but the supply of such funds is never likely to be large. There- 
fore, when we talk about measures to stimulate the international flow of capital 
we are talking about measures to influence the individual decisions of potential 
private investors. 

Unfortunately, as we all know, these decisions are adversely affected by se\ 
eral general conditions. The most important of these are the fear of war and 
political instability. But, there are other impediments more fully within the 
control of individual governments. These include threats of nationalization and 
expropriation, discriminatory treatment of foreign companies, stringent controls 
over the entry and operations of foreign investors, and restrictions on the re 
patriation of earnings, of capital gains, and of capital itself. Removal of these 
impediments is necessary if a satisfactory climate for foreign investments is to 
be built. 

I do not mean to imply, however, that if these impediments were removed 
private investment would flow automatically in fabulous volume. It is some 
times assumed that there is a widespread interest among business groups in 
the capital exporting countries in investing abroad, and a strong desire for over 
seas outlets for capital. Such an assumption is open to serious question. The 
American corporate or individual investor has ample opportunity to invest his 
capital within his own country, in an environment which he knows and in which 
he has confidence. Corporate investment in the United States, for example, has 
averaged around $33 billion annually during the past 4 years. The American 
corporation has a large domestic market close at hand, and its overseas interests 
may be confined to production in the United States for export. When it comes 
to investing abroad the corvoration is likely to be interested initially in the 
countries most familiar to it which may be those which are closest geographically 

The problem of the underdeveloped country is not to protect itself from the 
American investor but rather to solicit his active interest—to demonstrate that 
there are opportunities for profitable investment and that reasonable efforts are 
being made to meet his legitimate requirements as to treatment In short, there 
is a selling job to be done by the capital importing countries in awakening in 
terest, in dispelling ignorance and in inspiring confidence. These countries 
should recognize that when they seek private capital they enter a highly com 
petitive market, where they must compete with other areas and the oppor 
tunities they offer for profitable investment. The establishment of conditions 
conducive to private investment is extremely important, but it must be sup 
plemented by active measures to attract capital—and suecess should not be 
expected overnight. This is not primarily a job for the governments of capital 
exporting countries; it can only be done by those countries seeking and needing 
foreign investment. 

Private capital must be attracted. It cannot be driven. A successfully oper 
ating enterprise is better evidence of the acutal investment climate than broad 
statements of policy or intent. This emphasizes the importance of treating exist 
ing enterprises in a fair and nondiscriminatory manner, for the maltreatment of 
a single enterprise can do much to deter the flow of capital—and the effects 
often travel beyond the borders of the particular country involved. 

We commend the steps taken in certain countries which indicate their reali 
zation of the importance of the problem and the nature of the job to be done. 
We in the more highly developed countries are fully prepared to advise and assist 
where appropriate, although nothing on our part can substitute for the basic 
decisions and policies of the capital importing countries 
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In recent years the United States Government has taken various steps to 
encourage investmeut abroad by United States citizens: 

rhe Government has sought to give wide circulation to information on foreign 
investment opportunities. We publish investment opportunities in the Foreign 
Commerce Weekly and also disseminate such information through the field 
offices of the Department of Commerce and through chambers of commerce and 
trade associations. Through the contact clearinghouse system of the Foreign 
Operations Administration we circulate investment opportunities to several 
thousand American private individuals and firms. Our Department of Com- 
merce published an analysis of factors affecting investment in some 26 countries. 
It is now publishing studies on investment conditions and outlook in selected 

untries. Such studies have been published to date on India, Venezuela, and 
Colombia 

he United States is actively pursuing a program of negotiating treaties which 
have as one of their objects the assurance of conditions favorable to the invest- 
ment of private foreign capital. At the present time there are in effect 32 com- 
prehensive treaties dealing with general economic relations between the United 
States and individual foreign countries. We are prepared to sit down at any 

me with the representatives of a country desiring to facilitate foreign invest- 
ment for the purpose of discussing the conclusion of such a treaty. 

Since 1948 the United States Government has had in operation a program 
under which it is prepared to offer guaranties against certain of the nonbusiness 
risks affecting investment abroad. Limited at first to European countries, the 
program has since been expanded and is now available for new United States 
investment in any country which concludes the necessary bilateral agreement 
with the United States. Guaranties may be issued against the risk of inability 
to convert local currency earnings into dollars and the risk of loss from expro- 
priation or nationalization. Outside of Europe the only countries which have 
availed themselves of this program are Israel, China, the Philippines, Haiti, and 
Japan. Discussions of the guaranty program have taken place with a number 
of other countries, and again the United States is prepared to discuss the appli- 
cation of the program to any country which sincerely desires to encourage the 
entry and operation of American enterprise. The President has recently rec- 
ommended that this program be further expanded to cover risks of war, revolu- 
tion and insurrection. 

To provide incentives for an increased flow of private capital abroad, President 
Eisenhower has recommended to the Congress a number of important changes in 
the United States tax laws relating to the taxation of income from foreign 
sources. Congressional bearings on these proposals are beginning this very day. 
Included in these recommendations is a proposal to tax business income derived 
by United States corporations from sources abroad at a rate equal to 14 percentage 
points less than the rate prevailing at the time with respect to corporate income 
in the United States. 

For illustration, instead of the present tax rate of 52 percent on corporate in- 
come, the rate applied to earnings from foreign operations would be only 
38 percent. At the same time, the long-established policy of granting a tax 
credit for certain taxes paid abroad would reduce the effective rate in most 
cases to something much less than 38 percent. 

These tax benefits would, generally speaking, be made available to United 
States corporations operating abroad either through a branch or through a cor- 
porate entity of the foreign country, as might be appropriate under local con- 
ditions. When the operation is conducted through a foreign corporation, it 
is proposed in certain circumstances to permit the United States corporation to 
hold as little as 10 percent of the stock of the operating company and still 
obtain these tax benefits. 

Another proposal of the President would recognize, for tax credit purposes, the 
tax regimes of countries which rely on taxes other than income taxes as the 
principal source of revenue from a particular business activity. This would 
reduce the burden of the United States tax even further below the level I 
mentioned earlier. 

We believe that, unilaterally, the United States is taking all steps it reasonably 
could through tax incentives to induce its capital to s@ek outlets in countries in 
which conditions are such as to offer attractive and profitable uses for foreign 
capital 

Bilaterally, there are further steps the United States is prepared to take. I 
refer to tax treaties for the alleviation of double taxation. These treaties are 
an integral part of the United States program to create a favorble tax climate 
for international trade and business. As of today, the United States is a party 
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with foreign countries to 15 treaties relating to income taxes, 10 treaties relating 
to estate taxes and death duties, and 1 treaty relating to the taxation of gifts. 
Income and estate tax treaties with 3 other countries are now in the closing stages 
of negotiations. 

What I have said of the policies and program of United States Government 
s not intended to be self-laudatory or inclusive, but to indicate the reasons 
why we feel that the United States has gone a long distance in pursuing measures 
esigned to encourage the international flow of private capital. For my part, I 
hould like to hear more from the representatives of the capital importing coun- 
tries with respect to the measures they have taken in their common effort. How 
far have they gone in examining their domestic laws and administrative practices 

th a view to removing deterrents to the flow of private capital? Have they 
yone as far as they might in providing adequate assurance through treaties or 
therwise with respect te the treatment of foreign investors Have they de 
eloped adequate information services and other means for informing potential 
nvestors of business opportunities and of the relevant laws and regulations gov- 
rning foreign enterprise? Have they enlisted participation of their own private 
usiness interests in such activities? 

The United States Government feels that there is considerable room for fur- 
ther action by individual governments along these lines. We stand ready to 
idvise and assist the governments of capital importing countries where appro- 
priate, but we cannot provide the will to take the necessary measures where 
t is lacking. 

I come now to what the United Nations can do to encourage private 
nvestment. 

First, the United Nations can continue the kind of work it has done in the 
two interesting and valuable reports prepared by the Secretary General pursuant 
to a previous Assembly resolution. These are most useful and they ought to 
be brought up to date from time to time, perhaps on an annual basis. We 
should welcome periodic reports providing information on the flow of private 
capital and the progress made in the adoption of measures to stimulate that 
flow. 

Secondly, there is an important area of technical advice and assistance which 
ought to be given greater emphasis in the technical assistance activities of the 
United Nations and its specialized agencies. 

The United States suggests that member governments give more consideration 
to including in their requests for technical assistance the following kinds of 
services: 

(a) Assistance in economic surveys of member counties to determine the 
sectors most likely to be of interest to private investors, and to identify specifi 
opportunities within those sectors 

(b) Advice on the preparation of material regarding specifie projects in a 
manner which will command the attention of private investors 

(c) Advice in the revision of legislation and administrative practices affect 
ing foreign investment. 

(d) Advice in establishing channels for the presentation of specific projects to 
potential investors in capital-exporting countries. 

Finally, Mr. President, the United Nations can affirm the importance of inter- 
national private investment and can recommend measures to stimulate its flow. 
To this end, the United States will join with other countries in introducing a 
resolution embodying these recommendations. The adoption of this resolution 
will further the objective to which most of us attach such great importance. 


Senator Mavone. After a valiant fight by the United States dele- 
gation, the Economic and Social Council adopted a modified version 
of the original Argentine resolution which I shall now make part of 
the record. 


ECONOMIC DEVELOPMENT OF UNDERDEVELOPED COUNTRIES 


RESOLUTION A. INTERNATIONAL PRICE RELATIONS 


The Economic and Social Council, having regard to the report, Commodity 
Trade and Economic Development, submitted by the group of experts appointed 
under General Assembly resolution 623 (VII) and the reports prepared by the 
Secretary-General in response to that General Assembly resolution and Eco- 
nomie and Social Council resolution 427 (XIV), paragraph 7 (E/24388, 2455, 
and 2456/Add. 1), 
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Considering : 

That all the reports emphasize the need for devising effective measures of 
international cooperation to solve the grave problems of the inadequacy and in- 
stability of the proceeds of primary commodity exports which affects the ma 
jority of the countries in process of development, 

That in order to facilitate the adoption of measures to solve these problems 
on a just and equitable basis, it is necessary to establish specialized machinery, 
within the framework of the United Nations, permanently concerned with the 
examination of proposals capable of offering satisfactory solutions, 

That, as is noted in the report, Commodity Trade and Economic Development, 
there is at present no effective international procedure for the study of such 
problems, 

That it is urgent and essential, both for the underdeveloped countries and for 
the international economy as a whole, to find a solution of the grave and per 
sistent problem of the instability of primary commodity markets and the secular 
deterioration of the terms of trade between primary commodities and manu 
factured goods in international trade; 

Bearing in mind the need for adopting all measures likely to create the con 
ditions of stability and well-being which are necessary for peaceful and friendly 
elations among nations; 

Resolves that: 

1. There shall be established an advisory commission to the Eoconmic and 
Social Council to be known as the Permanent Advisory Commission on Inter 
national Commodity Trade. 

2. The main task of the Commission shall be to examine measures designed 
to avoid excessive fluctuations in the prices of and the volume of trade in 
primary commodities, including measures aiming at the maintenance of a just 
and equitable relationship between the prices of primary commodities and the 
prices of manufactured goods in international trade, and to make recommenda 
tions. Any member of the United Nations not represented on the Commission 
may bring to the Commission’s attention any aspects of the above problems af 
fecting it in this matter and may take part in the Commission’s discussion of 
the problem. 

3. The Commission shall aso have the following functions: 

(a) To keep constantly under review the movement of world primary com 
modity markets by the assembly and analysis of appropriate data; 

(b) To submit periodic reports to the Council on its work and to propose 
without delay measures for the solution of problems within its terms of refer 
ence. 

(c) To publish studies and statistical reports on prices, terms of trade and 
other matters relating to international trade in primary commodities 

Decides to postpone the organization and establishment of the Permanent 
Advisory Commission on International Commodity Trade until the 18th session, 
in connection with consideration of the reorganization of the Economic and 
Social a and its commissions at that session. (Item 29 of the provisional 
agenda. 

eclies the Governments of the member States to transmit to the Economic 
and Social Council before its 18th session any relevant comments on the Advisory 
Commission and their views concerning their participation in the Commission. 

Senator Martone. This resolution was adopted on April 30, on a roll- 
call vote of the 18 nations participating in the Council. The United 
States was joined in opposing the establishment of the Trade Stabiliza 
tion Commission by the United Kingdom, Belgium, France, and 
Norway. Australia abstained from voting. The resolution was 
adopted by Argentina, Free China, Cuba, Czechoslovakia, Ecuador, 
Egypt, India, Pakistan, Turkey, U. S. S. R., Venezuela, and Yugo- 
slavia. This resolution authorized the ests ablishme - of a “Permanent 
Advisory Commission on International Trade” but post poned the 
organization and establishment of this body until the 18th session of 
the Economic and Social Council which will convene at Geneva in July. 

The closing sentence of the resolution by the Council reads as 
follows: 
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Invites the governments of the member states to transmit to the Economic and 
Social Couneil before its 18th session any relevant comments on the Advisory 
Commission and their views concerning their participation in the Commission 

That session is scheduled for July of this year. 

Now, Mr. Secretary, you will be expressing these views to the Coun- 
cil within the next 30 days. The Chairman believes that our partici- 
pation in the Council would not be in the best interests of this countr y: 
This is one of the matters I wish to review with you. 

The reason for this hearing is to review the position of the Stats 
Department as to further United States parti cipation in this new 
Permanent Advisory Commission on International Trade. The sub 
committee hopes that we will continue to oppose it in line with Mr. 
Evans’ statement of last January, which I just read, where he said that 
the United States will not be a part of this Commission. 

Before I get into the details of this, Mr. Secretary, I want to say 
that we have also asked Mr. Klaus Knorr, one of the experts who was 
ap ypointed by the Secretary General to make the study entitled, Com 
modity Trade and Economic Development, and which recommended 
the establishment of this Commission to give us his thinking as to why 
such a step was necessary. 

We also have with us Mr. Benjamin Graham, who over a period of 
years has participated in a number of studies with Mr. Julius Hirsch, 
who we asked to appear, but who is out of the country. 

Page V of the U. N. study shows that Mr. Graham and Mr. Hirsch 
were of assistance to Mr. Knorr and the other experts. This is appen 
dix 1 which I am submitting for inclusion in the record. 

(The document referred to appears in the appendix at p. 127.) 

Senator MALONE. I have a oreal deal of sympathy, Mr. Secretary, 
with United States representatives to international conferences, who 
today have to explain away so many of the proposals which we origi- 
nally made to other nations. 


BACKGROUND OF INTERNATIONAL TRADE ORGANIZATION 


In our hearings on the International Materials Conference last 
October, Congressman Martin showed how the State Department back 
in 1945 published a document known as Proposals for Expansion of 
World Trade and Employment. This document is exhibit No. 3, and 
starts on page 358 of the hearings already published, as part IV. 

These proposals included a number of chapters. (See pp. 344 
of hearings, pt. 1V.) 

Chapter 3 of the original proposals, General Commercial Policy, are 
now the basis of GATT, General Agreements on Tariff and Trade. 

It is very important to note what was proposed at that time. It 
is too long to read, but I mention it for ready reference. It 
goes into the general commercial provisions, tariffs and preferences, 
quantitative trade restrictions, subsidies, state trading, exchange con- 
trol, general exceptions, territorial application of ch: upter 3. and 
—_ the subject very thoroughly. It shows the preparations taken 
by the United States State Department in formulating the organiza- 
tion of GATT. 

Chapter 4, on page 349, Restrictive Business Practices now provic 
the basis for the United Nations’ ad hoe Committee on Re mteetive 
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Business Practices, which operates under the Economic and Social 
Council and covers the curbing of restrict ive business practices, coop- 
eration among members, continued effectiveness of national laws and 
regulations directed against restrictive business practices, and special 
enforcement arrangements. It goes into a good deal of detail as to 
what in the judgment of the then State Department officials constituted 
restrictive business practices, 

upter 5 of the original proposals, page 350 of the hearings, part 
IV, which later became chapter 6 of the Habana Charter, is the basis for 
the U. N. Interim Coordinating Committee on International Commod- 
ity Arrangements. This goes into intergovernmental commodity ar- 
rangements, including special commodity studies, intergovernmental 
commodity conferences, objectives of intergovernental commodity 
iwreements, principles of intergovernmental commodity agreements, 
operation of commodity agreements, termination and renewal of com- 
modity agreements, review of commodity agreements, and exceptions, 
all having a bearing on commodity agreements that show up in the 
senate every once in a while. 

So you see, Mr. Secretary, that we have no one to blame but our- 
selves when other nations suggest some of these schemes, as our sins 
have come home to plague us. 

We make the suggestions in the first place. Now we find it necessary 
to oppose them. 

The initials of this thing are ICCICA. I have heard that bandied 
about quite a few times in the last few months, but this is the first 
time we have gone into it to know what it was. 

The proposed charter for the International Trade Organization was 
originally drafted by the United States State Department and in- 
cluded a chapter on intergovernmental commodity agreements. A 
meeting was held at London on October 15, 1946. The official report 
of the United States delegation to this meeting, which laid the founda- 
tions for the Havana Charter, is contained in part IV of our hearings, 
exhibit No. 5, on page 355. The draft charter which emerged from 
this meeting and the official U. N. report of the meeting itself appear 
in our hearings as exhibit 6 on page 385, part IV. 

This draft charter later became the Havana Charter. It included 
a chapter on commodity agreements. On March 28, 1947, the Eco- 
nomic and Social Council of the United Nations, anticipating ultimate 
ratification of the charter for an international trade organization, 
adopted the following resolution. 

Recommends that, pending the establishment of the International Trade Or- 
ganization, members of the United Nations adopt as a general guide in inter- 
governmental consultation or action with respect to commodity problems, the 
principles laid down in commodity arrangements of the draft charter appended 
to the Report of the First Session of the Preparatory Committee of the United 
Nations Conference on Trade and Employment—although recognizing that dis- 
cussion in future sessions of the Preparatory Conference itself, may result in 
modifications of the provisions relating to commodity problems, and 

Requests the Secretary General to appoint an interim coordinating committee 
for international commodity arrangements to keep informed of and to facilitate 
by appropriate means such intergovernmental consultation or action with respect 
to commodity problems, the committee to consist of a chairman to represent the 
Preparatory Committee of the United Nations Conference on Trade and Employ- 
ment, a person nominated by the Food and Agriculture Organization of the 
United Nations to be concerned in particular with agricultural primary com- 


modities, and a person to be concerned in particular with nonagricultural 
primary commodities. 








STOCKPILING STRATEGIC AND CRITICAL MATERIALS 15 


The “interim” in the title meant the interim before the Inter- 
national Trade Organization came into being. 

Have you studied this material, Mr. Waugh? 

Mr. Waveu. I haven’t studied it as intimately as you and your 
counsel have. I have read it all, yes, for background information. 

Senator Martone. You are about to be responsible for it, in your 
position. 

Mr. Wauau. Yes, but I don’t think my position will ever make me 
responsible for what you have been reading. 

Senator Matong. Well, I hope not. But with the myriad of alpha- 
betical agencies that no one understands unless they make a lifework 
of it and the piecemeal orders and commissions that are set up, good 
honest men in government that do not know the background of these 
organizations or their ultimate objective can fall into a terrific trap. 

The Havana Charter was submit! oa by President Truman to the 
Committee on Foreign Affairs, House of Representatives, chairmanned 
by Representative John Kee of West Virgina. Hearings were held in 
the spring of 1950 under House Joint Resolution 236, 81st Congress, 
2d session. This resolution provided for membership and participa- 
tion by the United States in the International Trade Organization. 

Secretary Acheson and Assistant Secretary Thorp urged our par- 
ticipation in the International Trade Organization. 

This committee made no report on the charter, and at the end of 1950, 
President Truman anounced he would make no further efforts to bring 
the charter into force. This action by President Truman should have 
terminated the so-called interim committee. 

After the United States had indicated that the Havana Charter 
would not receive congressional approval, the Economic and Social 
Council adopted Resolution 373 at the 13th session, September 13, 
1951, which follows: 

Recommends that the members of the United Nations continue to accept the 
principles of chapter VI of the Havana Charter for an International Trade 
Organization as a general guide in intergovernmental consultation or action 
with respect to commodity problems. 

The Interim Coordinating Committee for International Com- 
modity Arrangements has been operating continuously since 1947 
without congressional sanction. In the recent re port of the President’s 
Materials Policy Commission, that is, the Paley Commission, volume I 
page 87, said: 


The United States has not ratified the treaty, but under a resolution of the 
United Nations Economic and Social Council is bound with other nations to 
recognize chapter VI as a general guide. 

They came in through the cellar door. They can’t get in the front 
door. There is always an opening, and it never dies. The question 
arises: Who is behind it? What group, and what for? The Interim 
Coordinating Committee for International Commodity Arrange- 
ments is still operating. 

The reason advanced for the proposed new trade stabilization com- 
mission recommended by the experts who wrote the most recent re- 
port entitled “Commodity Trade and Economic Development” 
follows: 


is as 


It seems to us that there is at present no effective international procedure for 
discussing and proposing action on the general problems of stabilization 
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that is speaking, I presume, of international stabilization. All of 
these problems seem simple to anyone who does not understand enough 
about them to know about the problems involved. Further quoting: 
a matter which transcends the problems of particular commodities. The pres- 
ent organization is directed toward piecemeal action, commodity by commodity. 
We do not think that this is sufficient; a general and simultaneous approach 
to the problem of stability in its many aspects is required. It is possible that 
a gap in international organization has here arisen unintentionally, through 
the absence of an international trade organization as envisaged in the Habana 
Charter. 

In other words, they want to make it effective in spite of Congress. 

That is paragraph 273, page 83, of appendix 1. 

The Interim Coordinating Committee for International Commodity 
Arrangements is still operating. The interim is not over even though 
Congress refused to accept the International Trade Organization. 

So you see there was really nothing unintentional about the absence 
of an international trade organization. The Congress of the United 
States refused to establish it and now, Mr. Knorr, you and your as- 
sociates are attempting indirectly through the United Nations to 
push us into something to which this Government has been opposed. 

So that our record may be complete, I want to insert in the record 
the original resolution proposed by the Argentine Government to the 
General Assembly of the United Nations in November 1952, which led 
to the appointment by the Secretary-General of the committee of ex 
perts of which Dr. Knorr is a member. This resolution recommends 
adopting measures affecting the prices of primary commodities in in- 
ternational trade. 

Mr. Secretary, I want to call your attention to this international 
dabbling in the materials business. It has a serious effect in making 
us dependent on offshore areas for the materials you can’t fight 
without and that you can’t get in wartime. 

This resolution recommends adopting measures affecting the prices 
of primary commodities in international trade. It recommends 
against the production of synthetic or substitute materials which 
would affect natural commodities and recommends the insuring of 
stability of prices. 

In 1947 a Senate committee, practically this same committee—I was 
chairman of it—had as a witness a State Department official, whose 
name I forget at the moment. He recommended that we not operate 
the synthetic rubber plants, because it would interfere with the pro- 
duction of raw rubber in some nations; some colonies and some nations 
being dependent upon that operation—saying nothing about our own 
economy. And I am sure that the producers of synthetics in this 
Nation, where we think we are making such great progress in produc- 
ing substitutes and replacements for scarce materials, are not too 
happy about this recommendation. This resolution recommends 
adopting measures affecting prices of primary commodities in inter- 
national trade. It recommends against the production of synthetics 
or substitute materials which would affect natural commodities and 
recommends the insuring of stability of prices. 

The one who would insure those prices and who would put up the 
money will probably develop to be our well-known “Uncle.” 

As Mr. Evans previously testified, the United States voted against 
the adoption of this resolution. I am also making part of the record 
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the rolleall vote on the resolution and the discussion of this resolu- 
tion as it appeared in the yearbook of the U. N. for the year 1952. 


UNITED NATIONS GENERAL ASSEMBLY 


Distr. Limited 

A /C.2/L. 162/Rev. 2 
25) November 1952 
Original : English. 


Seventh session, Second Committee, Agenda item 25 (a) 


ECONOMIC DEVELOPMENT OF UNDERDEVELOPED COUNTRIES—FINANCING OF ECONOMIC 
DEVELOPMENT THROUGH THE ESTABLISHMENT OF FAIR AND EQUITABLE INTER- 
NATIONAL PRICES FOR PRIMARY COMMODITIES AND THROUGH THE EXECUTION 
OF NATIONAL PROGRAMMES OF INTEGRATED ECONOMIC DEVELOPMENT 


ARGENTINA ! REVISED DRAFT RESOLUTION * 


The General Assembly, 

1. Taking into account the relevant passages of resolutions 307 (1V), 404 (V), 
521 (VI), 5283 (VI), and 408 (V) of the General Assembly, resolutions 341 (XII), 
416 (F) (XIV), and 427 (XIV) of the Economic and Social Council, and the sug- 
gestions of the group of experts appointed in pursuance of the Council's resolu- 
tion 290 (XI); 

2. Recognizing that the problem of financing the economic development of the 
countries in the process of development is fundamental to the maintenance of 
the peace of mankind, and that, therefore, high priority should be give to the 
consideration of its practical solutions in international economic relations ; 

3. Considering: 

(a) That such measure should allow for the influence of the terms of trade 
of the countries supplying primary commodities on their economic development ; 

(b) That the urgent and satisfactory solution of this problem requires the full 
utilization of all sources of financing, among which the ability to obtain adequate 
and stable proceeds from exports is one of the most important for all under- 
developed countries; 

(c) That, without prejudice to the international and national measures al- 
ready recommended for financing economic development, special attention ought 
to be given to the correction of maladjustments resulting from cyclical fluctua- 
tions in the prices of individual primary commodities and secular movements 

n their value as a group in terms of manufactured goods ; 

(d) That the economic prosperity of ccuntries in the process of development is 
especially vulnerable to the wide short-run fluctuations in the prices of primary 
commodities which affect their terms of trade, and that any deterioration in 
the terms of trade affects the economic development and monetary equilibrium 
of these countries and so hampers not only the formation of sufficient domestic 
savings but also the acquisition of the necessary amounts of external means of 
payment; 

(e) That the implementation of plans of integrated economic development 
contributes to mitigrate the consequences of such fluctuations or of any de- 
terioration in the terms of trade; 

(f) That in order to make such programs possible it is necessary both for 
the highly industrialized nations and for the nations in the process of develop- 
ment to encourage the formation of appropriate domestic savings in the 
latter ; 

4. Recommends to Member States that: 

(a) Whenever governments adopt measures affecting the prices of primary 
commodities entering international trade, they should duly consider the effect 
of such measures on the terms of trade of countries in the process of development, 
in order to ensure that the prices of primary commodities remain in an adequate, 
just and equitable relation to the prices of capital goods and other manufactured 
articles so as to permit the more satisfactory formation of domestic savings 


1 Incorporates the amendments contained in A/C.2/L.169/Rev.1, A/C.2/.176, A/C.2/L.174, 


and A/C.2/L.175, accepted by the sponsor at the 213th meeting, and some of the amend 
ments in A/C.2/L.177 accepted subsequently to that meeting 
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in the countries in the process of development and to facilitate the establish- 
meut of just wage levels for the working population of these countries with a 
view to reducing the existing disparity between their standards of living and 
those in the highly industrialized countries ; 

(b) Without prejudice to the recommendation contained in (a), their govern 
ments should give serious consideration to all other aspects of the problem of 
undue fluctuations of the terms of trade; 

(c) Their governments should refrain, unless unavoidably required by na- 
tional security in times of war and without prejudice to technological research 
and progress, from encouraging the production of any synthetic or substitute 
materials that unnecessarily affect the international demand for natural 
primary commodities ; 

(d@) Their governments should intensify their efforts to reduce restrictions on 
imports of primary commodities ; 

>. Recomends that governments should co-operate in establishing multilateral 
international arrangements relating to primary commodities for the purpose of 

Ensuring the stability of the prices of the said commodities in keeping 
with a reasonable, fair and equitable relationship between these prices and 
those of capital goods and other manufactured articles, and 

(b) Safeguarding the continuity of the economic and social progress of all 
countries, those producing as well as those consuming such raw materials; 

6. Recommends that the countries in the process of development should adopt 

and give effect to national programmes of integrated economic development con- 
ducive to the rational utilization of the proceeds of their primary activities, the 
absorption of their surplus active population and the improvement of their 
standards of living: 
7. Requests the Secretary-General to include in the study being prepared in 
compliance with resolution 427 (XIV) of the Economic and Social Council and 
estimate of the financial repercussions which changes in the terms of trade in 
primary commodities and capital goods and other manufactured articles produce 
on the national income of countries in the process of development, and an analysis 
of the distribution of that income; 

8. Further requests the Secretary-General to appoint a small group of ex- 
perts of recognized authority on the subject to prepare, during 1953, a report on 
such practical measures as it may be advisable to adopt pursuant to the recom- 
mendations contained in paragraphs 4 (a), 4 (b), 5 and 6 of this resolution, the 
report to be issued on the responsibility of the group of experts and to be trans- 
mitted to the governments members of the Economie and Social Council; 

9. Further, and lastly, requests the Secretary-General to place at the disposal 
of the group of experts mentioned in the preceding paragraph the records of the 
discussions he on this item at the seventh regular session of the General 
Assembly 
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Plenary meeting ~-..---__~~- . Date: Nov. 29, 1952. 
Committee 2. Time —- 


Question at issue: Argentina Resolution as a Whole 








4 X Is xX 
Ar 1 xX Lebanotr 

Au ilia X Liberia X 
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Bol x Mex Xx 

Brazil X Netherland X 
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Byelorus 18.8.1 X Nica i 
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Chil X Pakistan X 
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Costa Rica xX Peru X 
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Czechoslovakia Xx Poland Xx 
Denmark xX Saudi Arat xX 
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Ecuador X Syria 

Egypt X | ' 
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Haiti xX United Kingdon xX 
Honduras xX United State X 

Iceland Urugua xX 

India xX Venezuela xX 

Indone i 4 Yemen 

Iran xX Yugoslavia xX 

Iraq xX 


[Yearbook of the United Nations] 
(C) QUESTION OF THE ESTABLISHMENT OF FAIR PRICES FOR PRIMARY COMMODITIES 


The Second Committee also had before it at its 214th to 222nd meetings from 
19 to 29 November a draft resolution by Argentina (A/C.2/L.162 and Corr. 1 
nd 2) on financing of economic development through the establishment of fair 
and equitable international prices for primary commodities and through the 
execution of national programmes of integrated economic development. The 
operative part of this draft resolution provided that the General Assembly 
should recommend to Member States that: 

“4, * * * (a) Whenever governments adopt measures affecting the prices of 
primary commodities entering international trade, they should duly consider the 
effect of such measures on the terms of trade of countries in the process of 
development, in order to ensure that the prices of primary commodities remain 
in an adequate, just, and equitable relation to the prices of capital goods and 
other manufactured articles so as to permit the more satisfactory formation of 
domestic savings in the countries in the process of development and to facilitate 
the establishment of just wage levels for the working population of these coun 
tries with a view to reducing the existing disparity between their standards 
of living and those in the highly industrialized countries ; 

“(b) Their governments should refrain, unless unavoidably required by na 
tional security in times of war and without prejudice to technological research 
and progress, from encouraging the production of any synthetic or substitute 
materials that unnecessarily affect the international demand for natural primary 
commodities ; 

“(c) Their governments should intensify their e 
on imports of primary commodities.” 

It would also recommend that countries in the process of development should 
give effect to national programmes of integrated economic development con- 
ducive to the rational utilization of the proceeds of their primary activities, the 
absorption of their surplus active population and the improvement of their 
standards of living. 





forts to reduce restrictions 
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The draft resolution would also ask the Secretary-General : 

“(i) to include in the study being prepared in compliance with Council reso- 
lution 427 (XIV) an estimate of the financial repercussions which changes in 
the terms of trade in primary commodities and capital goods and other manu- 
factured articles produce on the national income of countries in the process of 
development and an analysis of the distribution of that income; and (ii) to 
appoint a small group of experts of recognized authority to prepare, during 1955, 
a report on practical measures which might be adopted pursuant to the recom- 
mendations contained in the draft resolution, the report to be issued on the 
responsibility of the group of experts and to be transmitted to the members of 
the Economic and Social Council.” 

\ number of representatives, among them those of Australia, Belgium, Canada, 
China, France, the Union of South Africa, the United Kingdom, and the United 
States, while to some extent agreeing in principle with the draft resolution, 
opposed it on practical grounds as too general in scope and open to dangerous 
interpretations 

Among their objectives were: 

1) that a system of international parity prices such as that implied in the 
draft could not be instituted unless foreign trade were controlled by the State; 
) that such a system would make the economic structure more rigid and would 
not be conducive to increased productivity: (3) that there were no objective 
criteria for determining an “adequate, just and equitable” relationship between 
prices of primary commodities and those of capital and other manufactured 
goods: and (4) that it would be better to deal with the problem through in 
dividual commodity agreements as the need arose 

They also objected to the recommendation that governments should not en- 
courage the manufacture of synthetic or substitute materials. Such action, 
they held, would harm the interests of both underdeveloped and industrialized 
countries; it would also stand in the way of progress, from which all in the 
long run, would benefit. The latter point was also made by the representatives 
of Cuba, Ecuador, and Peru 

The draft resolution was supported, with certain minor changes, by Bolivia, 
I ma, Chile, Colombia, Indonesia, and Mexico At the 219th meeting of the 
Committee on 25 November the representative of Argentina presented a revised 
text (A/C.2/L.162/Reyv. 2) in which he had incorporated the substance of the 
following amendments: 

“4 joint amendment by Costa Rica, Pl Salvador, Guatemala, Honduras and 
Nicaragua which, in its revised form (A/C.2/L.169/Rev.1), in addition to minor 
changes in the preamble, proposed to add a paragraph recommending that gov 
ernments conclude international agreements relating to primary commodities for 
the purpose of: (i) ensuring the stability of prices of these commodities in keep 
ing with a reasonable, fair, and equitable relationship between these prices and 
those of capital goods and other manufactured articles; and (ii) of safeguarding 
the continuity of the programmes of economic and social development of the 
countries which produce such raw materials. (The sponsors of this amend 
ment had previously accepted two amendments by Indonesia (A/C.2/L.176) : 
(i) to recommend that governments “co-operate in establishing multilateral ar- 
rangements” instead of “conclude international agreements” and (ii) to make 
clear that consumer as well as producer countries would benefit from the 
stability of prices of primary products. ) 

“Amendments by Indonesia (A/C.2/L.175) which would: (i) recommend 
that governments study all factors causing fluctuation in terms of trade; (ii) in- 
dicate in more general terms the impact of price and terms of trade fluctuations 
on economic life; and (iii) indicate that price fluctuations might affect the im- 
plementation of economic development and terms of trade, but would not do so 
automatically. 

“An amendment by Chile (A/C.2/L.174) to add a paragraph concerning the 
transmittal of the records of the discussion on the item to the group of experts 
provided for in the draft resolution 

“A Brazilian amendment (A/C.2/L.177) designed primarily to clarify the text 
and to make a distinction between ‘cyclical fluctuations in the prices of individual 
primary commodities and secular movements in their value as a group in terms 
of manufactured goods’.” 

The representatives of Chile, Costa Rica, the Dominican Republic, Egypt, Li- 
beria, the USSR and Yugoslavia, among others, supported the draft resolution 


thy 


s revised 
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The representative of France considered that the revised draft resolution called 
on certain governments for a commitment too general in scope for it to be ae 
ceptable; he therefore submitted a series of amendments (A/C.2/L.179) aimed 
at reaching a compromise solution. These proposed, among other things, de- 
letion of the reference to the establishment of relationships between the prices 
of primary commodities and of capital and other manufactured goods. 

This amendment, as well as a Greek amendment (A/C.2/L.173) which would 
call on governments to consider concluding intergovernmental agreements for 
individual commodities, was withdrawn following the presentation of an eleven 
power joint amendment (A/C.2/L.181 and Corr.1) drawn up by an unofficial 
working group. This group, set up on 26 November, was composed of Australia, 
Belgium, Canada, Denmark, France, Greece, the Netherlands, New Zealand, 
Norway, Sweden and the United Kingdom. 

The representative of Argentina stated that he had no objection to the first 
two amendments which were concerned with form. However, he considered 
the rest inacceptable since, in his opinion, they were inconsistent with the spirit 
of the resolution and in some instances introduced totally new ideas. The fol- 
lowing amendments of the joint proposal were voted on at the 222nd meeting of 
the Committee on 29 November and rejected as follows: 

“(i) By 20 votes to 20, with 11 abstentions, an amendment to specify that 
continuing attention ought to be given to the effects of cyclical fluctuations rather 
than special attention to the correction of maladjustments resulting from cyclical 
fluctuations. 

‘(ii) By a roll-call vote of 30 to 16, with 8 abstentions, an amendment to state 
that short-run fluctuations in the prices of primary commodities might (rather 
than did) affect terms of trade, and that any deterioration in the terms of trade 
might (rather than did) hamper the formation of domestic savings and the ac- 
quisition of external means of payment. 

“(iii) By a roll-call vote of 31 to 15, with 8 abstentions, to replace paragraph 
(f) (see below) with a provision to state that the implementation of integrated 
economic development programmes could be facilitated by encouraging savings 

both highly industrialized countries and those in the process of development, 
and by making such savings available for economic development 

“(iv) By a roll-call vote of 22 to 19, with 13 abstentions, a new paragraph to 
specify that one of the objectives of such programmes is to facilitate the estab 
lishment of just living wage levels for the working populations with a view to 
reducing disparities between their standards of living and those of highly indus- 
trialized countries. 

“(v) By a roll-call vote of 32 to 16, with 7 abstentions, an amendment to delete 
the paragraph concerning price relationships (paragraph 1(@) as adopted, see 
helow) and to recommend instead that, whenever governments contemplate 
measures designed to influence the prices of primary commodities entering inter- 
national trade, they should duly consider how they might minimize any possible 
adverse effects which such measures might have on the terms of trade of coun- 
tries in the process of development, particularly the ability of those countries 
to finance the purchasing of capital goods and other manufactured articles. 

“(vi) By roll-call vote of 35 to 16, with 4 abstentions, a proposal to delete the 
paragraph referring to other aspects of undue fluctuations (paragraph 1(0) as 
adopted, see below). ‘ 

“(vii) By a rolleall vote of 29 to 16, with 10 abstentions, an amendment to 
replace the recommendations to governments concerning the establishment of 
multilateral international agreements (paragraph 2 as adopted, see below), 
with a paragraph recommending that, without prejudice to the principle speci- 
fied in amendment (v) (see above), governments should give serious considera- 
tion to all other aspects of the problem of undue fluctuations in the terms of 
trade, including the possibility of co-operating in the establishment of multi- 
lateral agreements relating to individual primary commodities.” 

In view of the acceptance of the Indian amendment (A/C.2/1L.182) (see 
below), the sponsors withdrew a proposal that the Secretary-General should 
study the impact of selected synthetic products on the demand for natural pri- 
mary products entering international trade. 

An amendment by Denmark, Norway and Sweden (A/C.2/L.180) which would 
refer the problems raised in the draft resolution to the Council instead of to a 
group of experts was rejected by 27 votes to 17, with 7 abstentions. 

An amendment by Brazil (A/C.2/L.183) recommending that governments 
co-operate in establishing multilateral as well as bilateral arrangements for 
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ind ial primary products and for groups of primary commodities and manu- 
| goods was adopted by roll call by 27 votes to 18, with 15 abstentions. 
The representative of Argentina accepted an oral clarifying amendment by 
Indonesia and an Indian amendment (A/C.2/L.182) to delete the reference to 
the production of synthetic materials and call instead for a study of the subject. 
The Indian amendment was subsequently voted on and adopted by 36 votes to 
e, with 18 abstentions 
The draft resolution (A/C.2/L.162/Rev. 2), as amended, was adopted at the 
d ng in paragraph-by-para 








( tee raph votes ranging from 29 
witl to 41 to none, with 13 abstentions 
r} draf esol on as a whole was adopted (A/2332 (III)) by a roll-call 
vote f 29 to 16, with 9 abstentions (For text see below.) 


(2) Consideration by the Fifth Committee 


The Fifth ¢ nmittee, at its 8372nd meeting held on 10 December 1952, con- 


sidered the financial implications of the resolution proposed by the Second 





ommittee concerning the financing of economic development through the estab- 
lishment of fair and equitable international prices for primary commodities 
d through the execution of national programmes of integrated economic de 
velopment (A/23832 (LIL), see above) It had before it a statement of estimated 
na il implications prepared by the Secretary-General (A/C.5 ), together 


with a report from the Advisory Committee on Administrative and Budgetary 





stimates submitted by the Secretaryv-General, $13,100 would 
he would only request a 
upplementary provision of $11,000 for 1953 to cover travel and subsistence of 


he experts to be appointed, since the printing costs could be absorbed within the 





pe req red in 19538 and $1,050 in 1954 However, 


noul ready approved Should it prove necessary to pay fees to some of 
the experts, the Secretary-General would try to absorb the additional cost 
wit the proper section of the budget In the event of there being no funds 
ible within this section he would ask the Advisory Committee to consider 


ferring funds from another section 


he Advisory Committee, in its report, recommended a reduction of $1,750 on 
the ground that a period of six weeks, instead of eight weeks on which the 
Secretary-General’s estimate had been based, constituted, in its opinion, the 


maximum time which “experts of recognized authority” would conveniently 
devote to ork outside their normal duties 
Several representative among them those of Argentina and Brazil, ques- 


tioned whether the work to be undertaken by the experts could be satisfactorily 
a a1 tHharatara 











I eted within the shorter period recommend and therefore cousidered 

the estimates a ibmitted by the Secretary-General should be maintained 

e) epresentatives, among them t representative of the United States, were 

he opinion that iven adequate preparatory work on the part of the Secre- 

the experts ould have no serious difficulty in completing their assign- 

ment within as eek period An assurance was given on behalf of the Secre- 

General that . uld the si week period prove inadequate, every effort 

W dd bn ade to find such additional funds as might be required within the 

tot f section 3, failing which the Adv ry Committee could, no doubt, be 

re upon to gi svyinpathet consideration to any necessary transfer of 
funds from other sections of the budget 


Subject to this understanding, the Fifth Committee, on the proposal of the 
9, with 15 abstentions, to inform the Assembly 
that adoption of draft resolution ITI proposed by the Second Committee would 
involve a supplementary appropriation of $9,250 (A/2338) 


Chairman, decided by 14 votes to 9, wi 





{ ) Resolutions adopted by t} General Assembly 








Che General Assembly considered the report of its Second Committee (A/2332) 
it ji flith nlen y me ng 91 Tyecember 195°? It Iso had before it the 
report of the Fifth Committee on the iinancial implications of resolution A/2332 

III). Sections A and B of the draft resolution on financing, as proposed by 
the Second Committee (A > (T1)), were each adopted by 52 votes to none, 
with 5 abstentions, and Section C by 50 votes to none, with 6 abstentions (reso- 

ion 622 (VIT)) The representative of the USSR explained his abstention 

n the basis of views he had expressed in the Committee. The representatives of 
Colombia and Saudi Arabia stated that they would vote for the resolutions. 


> 


Following the adoption by 34 votes to 3, with 16 abstentions, of the paragraph 
referring to a study of synthetic substances, the draft resolution concerning 
incing through the establishment of price parities and national programmes of 











STOCKPILING STRATEGIC AND CRITICAL MATERIA 








ntegrated economic development (A/2332 (III)) was adopted, as a whole, by 
a rolleall vote of 35 to 15, with 9 abstentions (resolution 623 (VII)) as follows: 

In favour: Afghanistan, Argentina, Bolivia, Brazil, Burma, Chile, Colombia, 
Costa Rica, Cuba, Dominican Republic, Ecuador, Egypt, El vador, Ethiopia, 





Guatemala, Honduras, India, Indonesia, Iran, Iraq, Israel eria, Mexico, 
Nicaragua, Panama Paraguay Peru, Philippines, Saudi Arabia, Syria, Thailand, 
Uruguay, Venezuela, Yemen, Yugoslavia 

{yainst: Australia, Belgium, Canada, Denmark, France, Iceland, Luxembourg, 
Netherlands, New Zealand, Norway, Pakistan, Sweden, Union of South Africa, 
United Kingdom, United States 

{bstaining: Byelorussian SSR, China, Czechoslovakia, Greece, Haiti, Poland, 
rurkey, Ukrainian SSR, USSR 

The representatives of Argentina, France, Indonesia and the United Kingdom, 
n explaining their votes, expressed views similar to those they had already put 
ferward in the Committee rhe representative of Saudi Arabia considered that 
the resolution would result in positive benefits and therefore voted in its favour 
rhe USSR represent 





ive stated that, while he supported those proposals de- 
1 
i 


cned to promote the development of a national and independent economy and 
of civilian industry in the underdeveloped countries, he had abstained on the 
resolution as a whole. 

The resolution adopted by the Assembly read: 

“The General Assembly, 





‘Taking into account the relevant passage of General Assembly resolutions 
107 (IV), 403 (V), 404 (V), 521 (VI) and 523 (VI), of Economie and Social 
Council resolutions 341 (XII), 416 F (XIV) (XIV), as well as the sug 
gestions of the group of experts appointed in pursuance of Council resolution 
OH) (XT), 


“Recognizing that the problem of financing the economic development of coun- 








ss in the process of development is fundamental to the maintenance of the 
e of mankind, and that, therefore, high priority should be given to the con 
deration of its practical solution in international economic relations, 
“Considering: 
“(a) That the urgent and satisfactory solution of this problem requires the 
ilization of all sources of financing, iong which the ability to obtain 


equate and stable proceeds from exports is one of the most important for all 


nder developed countries. 








i 


(db) That, in formulating measures for financing economic development, con 
eration should be given to the influence on their econom development of the 
ns of trade of the countries supplying primary commodities 
) That, without prejudice to the international and national measures 
idy recommended for financing economic development ecial attention 
ild be given to the correction of maladjustments resulting from cyclical flue 


tions in the prices of individual primary commodities and from secular move 
ts in their value as a group in terms of manufactured goods 
(d@) That the economic prosperity of countries in the process of development 


especially vulnerable to wide short-term fluctuations in the prices of primary 
nmodities which affect their terms of trade, and that any deterioration in 
he terms of trade affects the economic development and monetary equilibrium 
these countries and so hampers not only the acquisition of the necessary 
unts of external means of payment but also the formation of sufficient 
mestie savings, 
That the implementation of plans of 
ibutes to the mitigation of the nseque 
deterioration in the terms of trade, 
(f) That in order to make such programmes possible it is necessary 
he highly industrialized nations and for the nations in the process 
ment to encourage the formation of appropriate domestic savings in the latter, 


ted economic development 


such fluctuations or of any 








1. Recommends to Member States that: 

‘(a) Whenever governments adopt measures affecting the prices of pri 
commodities entering international trade, they should duly consider the effect 
of such measures on the terms of trade of countries in the process of development, 
in order to ensure that the prices of primary commodities are kept in an a 
just and equitable relation to the prices of capital goods and other manufactured 
articles so as to permit the more satisfactory formation of domestic savings im 
the countries in the process of development and to facilitate the establishment of 
fair wage levels for the working populations of these countries with a view to 
reducing the existing disparity between their standards of living and those in 
the highly industrialized countries ; 








quate, 
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(b) Without prejudice to the recommendation contained in sub-paragraph 
(a) above, their governments should give serious consideration to all other 
aspects of the problem of undue fluctuations in the terms of trade; 

‘(c) Their governments should intensify their efforts to reduce restrictions 
on imports of primary commodities ; 

‘2. Recommends that governments co-operate in establishing multilateral as 
well as bilateral international agreements or arrangements relating to indi- 
vidual primary commodities as well as to groups of primary commodities and 
manufactured goods, for the purpose of : 

“(a) Ensuring the stability of the prices of the said commodities in keeping 
with an adequate, just and equitable relationship between these prices and those 
of capital goods and other manufactured articles ; 

“(b) Safeguarding the continuity of the economic and social progress of all 
countries, those producing as well as those consuming raw materials ; 

“3. Recommends that the countries in the process of development should adopt 
and give effect to national programmes of integrated economic development con- 
ducive to the rational utilization of the proceeds of their primary activities, the 
absorption of their surplus active population and the improvement of their 
standards of living: 

“4. Requests the Secretary-General to include in the study being prepared in 
compliance with Economie and Social Council resolution 427 (XIV) an estimate 
of the financial repercussions which changes in the terms of trade between pri- 
mary commodities and capital goods and other manufactured articles produced 
on the national incomes of countries in the process of development, and an analy- 
sis of the distribution of those incomes; 

“}. Further requests the Secretary-General to prepare, for submission to the 
Economie and Social Council and to the General Assembly, a study on the impact 
of important synthetic products on the demand for natural primary products 
entering international trade; 

“6. Further requests the Secretary-General to appoint a small group of ex- 
perts of recognized authority on the subject to prepare, during 1953, a report on 
such practical measures as it may be advisable to adopt pursuant to the recom- 
mendations contained in subparagraphs (@) and (b) of paragraph 1, and in 
paragraphs 2 and 3 of the present resolution, the report to be issued on the res 
ponsibility of the group of experts and to be transmitted to the General Assembly 
together with the Economie and Social Council’s views thereon ; 

“7. Further requests the Secretary-General to place at the disposal of the group 
of experts mentioned in the preceding paragraph the records of the discussions 
on this item during the seventh session of the General Assembly.” 


Under item No. 4, it recommends to member states that: 


(a) Whenever governments adopt measures affecting the prices of primary 
commodities entering international trade, they should duly consider the effect 
of such measures on the terms of trade of countries in the process of develop- 
ment in order to insure that the prices of primary commodities remain in an 
adequate, just, and equitable relation to the prices of capital goods and other 
manufactured articles so as to permit the more satisfactory formation of do- 
mestic savings in the countries in the process of development and to facilitate 
the establishment of just wage levels for the working population of these coun- 
tries with a view to reducing the existing disparity between their standards of 
living and those in the highly industrialized countries. 


Now, (c) reads: 

Their governments should refrain, unless unavoidably required by national 
security in times of war and without prejudice to technological research and 
progress, from discouraging the production of any synthetic or substitute mate- 
rials that unnecessarily affect the international demand for natural primary 
commodities. 

And here we were under the impression all the time that whenever 
you could produce a synthetic material that would serve as a substitute 
for a critical material that is needed in time of war, and not require 
transport across major oceans in time of war, we were doing the right 
thing. This is really informative. 


Under 5 (a): 
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Insuring the stability of the prices of the said commodities in keeping with 
a reasonable, fair, and equitable relationship between these prices and those 
of capital goods and other manufactured articles 
and under No. 8: 

Further requests the Secretary General to appoint a small group of experts 
of recognized authority on the subject to prepare, during 1953, a report on such 
practical measures as it may be advisable to adopt pursuant to the recommenda 
tions contained in paragraphs 4 (a), 4 (b), 5, and 6 of this resolution, the report 
to be issued on the responsibility of the group of experts and to be transmitted 
to the governments’ members of the Economic and Social Council 

Senator Martone. I am also inserting in the record a clipping from 
the Washington Times-Herald of November 30, 1952. 

[From the Washington Times-Herald, November 30, 1952] 


U. N. Group O. K.’s Price FIx1ing oN Raw MATERIALS 


(By Chesly Manly ) 


NEW YorkK, Noveinber 29 (CTPS).—Ganging up against the United States, 
Latin America, Asian and African countries in the United Nations Economic 
and Financial Committee today approved an Argentine resolution calling for 
an international price fixing scheme for the benefit of nations producing raw 
materials. 

The object of the resolution is to force the United States, the world’s foremost 
consumer of raw materials, to pay more for its imports of primary commodities 
Opponents of the scheme said it would require rigid Government controls not 
only on international trade but on domestic economies as well, and therefore 
would produce socialism or some other form of totalitarianism on a global scale. 


THREE VOTES NEEDED 


The committee approved the resolution by a vote of 29 to 16 with 9 abstentions. 
Unless Argentine can round up 3 more votes from the 6 countries that were 
absent today, the resolution probably will fail to receive the two-thirds majority 
for its approval by the General Assembly. 

Senator MAvone. It isa New York dispatch, by Chesly Manly, and 
the heading is: “U. N. Group O. K.’s Price Fixing on Raw Materials.” 

Ganging up against the United States, Latin America, 
this is 1952, November 30— 


Asia and African countries in the United Nations Economic and Financial 
Committee today approved an Argentine resolution calling for an international 
price fixing scheme for the benefit of nations producing raw materials. 

When the Economic and Social Council met in New York in April, 
they had Dr. Knorr’s report, Commodity Trade and Economic Devel- 
opment, before it. This report is appendix 1 and has already been 
made a part of the record. 

The Council also had three other documents before it (see appendix 
1, p. 127). Ishall make these documents a part of the record. They 
are identified as follows: 

Appendix 2 is “Economic Development of Underdeveloped Coun- 
tries, Impact of Selected Synthetics on Demand for Natural Products 
in International Trade, No. E/2438, a study by the Secretariat, May 
29, 1953,” presumably to show what a harmful thing synthetic pro- 
duction can be in the field of international trade. (See appendix 2, 
p. 231.) ) 

Appendix 3 is “Economic Development of Underdeveloped 
Countries, Relative Prices of Primary Products and Manufactures 
in International Trade—Report by the Secretary-General. United 
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Nations Document No. E/2455 dated June 8, 1953.” (See appendix 3, 
p. Y69) 

Appendix 4 is “Economie Development of Underdeveloped 
Countries, Repercussions of Changes in Terms of Trade on the Econo- 
mies of Countries in Process of Development—Report by the Secre- 
tary-General. United Nations Document No, E/2456 dated June 11, 
1953.” (See appendix 4, p. 375.) 

In connection with appendix 2, which is the United Nations doc- 
ument on synthetics, 1 believe the authorization of such a study poses 
a serious problem, as it permits the United Nations to act as a bar to 
technical programs and scientific advancement. The United Nations 
has been proposing steps to stabilize commodity trade, while at the 
same time it has been sponsoring studies to eliminate restrictive busi- 
ness practices; that is, cartels. It is difficult to see how we can proceed 
in both directions at once. 

A rubber study commission has just concluded another meeting. I 
shall insert in the record a New York Times dispatch from Colombo, 
dated May 11, 1954, which indicates the thinking of the so-called 
underdeve loped countries, 

It is dated May 12, 1954, Colombo, Ceylon, entitled : “U.S. Gets New 
Plea on Rubber Prices. Special to the New York Times.” 

Representatives of natural rubber producing countries asked the United States 
again today to increase the price of synthetic rubber. 

Members of the International Rubber Study Group, whose conferences ended 
here today, expressed concern about the price relationship between natural 
rubber and the cheaper synthetic. This difference, growers declared, was of 
vital importance, especially to countries mainly dependent on natural rubber 
exports. 

The United States delegate undertook to convey these views to his Govern- 
ment but emphasized he could not support them. He said the outlook for 
consumption was such that the natural rubber industry could be developed 
satisfactorily without an artificial or arbitrary increase in the synthetic price. 

World production of natural rubber this year would be about 1,705,000 long 
tons, while production of synthetic in member countries would be about 706,000 
tons, the study group estimated. 

It was estimated that world consumption would total 1,681,000 tons of natural 
rubber and 714,000 tons of synthetic, apart from synthetic produced by non- 
member countries. The surplus of 16,000 tons of natural and synthetic will be 
available for Government and commercial stocks. 

The Rubber Disposal Act, passed by the 83d Congress, provides 
that the synthetic rubber plants must be disposed of in such a manner 
as to preserve a competitive industry within the United States with 
the price of synthetic rubber determined by the competition of the 
yroducers. 

It should be remembered, Mr. Waugh, that when we had no syn- 
thetic rubber, the price of rubber always took what the traffic would 
bear. We can remember when it went to a dollar a pound. And still 
i, rubber-producing countries recommend that we not compete. 

Now, Mr. Secretary, the Chairman considered it necessary to lay 
that foundation. I am sure that even now members of the State 
Department are not aware fully of the long-range plans that have 
been made to control the domestic economy of the United States 
through the United Nations and other sources, and to do this job, 
whether or not the Congress of the United States approves. 

Will you give us the benefit of your comment on the position of 
the State De eo nt as to its future action and partic ipation in this 
Permanent Advisory Commission on International Commodity Trade, 
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in view of the fact that the governments of the member states, the 
Economic and Social Council, are to transmit their views concerning 
their participation in the Commission before the 18th session of the 
Council which opens in Geneva in July ¢ 


STATE DEPARTMENT ATTITUDE ON PERMANENT ADVISORY COMMISSION 


Mr. Wavueu. My thinking, Mr. Senator, is that the position taken 
in New York at the Kcosoe—— 

Senator Matone. At the what? 

Mr. Wavueu. At the meeting in New York of the Ecosoe you 
mentioned. 

Senator Matone. Spell it out. 

Mr. WauGu. Pardon me. I thought you used that. 

Senator Matone. I read it; yes. 

Mr. Waveu. 1 am not familiar with them either. 

Senator Matoner. No one is, except that people some place are work- 
ing this out. 

Mr. Wavueu. The position will be the same as taken by Mr. Hotch- 
kis and as read into the record by you. 

Senator Matone. In other words, you will oppose it ? 

Mr. Wauen. It is my understanding that that will be the position, 
of course. There has been no change in that. 

Senator Matone. Well, you understand from the record, and we 
really have devoted a considerable amount of time through our staff 
to this study, that the State Department was behind it all in the 
beginning, made the original suggestions. You understand that, 
do you not ¢ 

Mr. Waueu. No; I don’t think that is quite a fair statement, 
senator, 

Senator MALone. I am not talking about your administration. 

Mr. Waueu. I appreciate that. I know you are not. But I think 
that statement is a little too broad, sir. 

senator Matone. How would you interpret it? What was their 
idea in bringing it up in the beginning ? 

Mr. Waveu. Well, I can’t iy about that. I think the idea about 
bringing it up in the beginning, as far as what I have learned in the 
past year is concerned, was the desire on the part of the under- 
developed countries to obtain some stability in their market for 
raw materials. 

Senator Matone. Will you tell me just who profits from these 
unde rdeveloped countries in their price stability ror raw materiais, 
for the benefit of the record / 

Mr. W AUGH. ] think the whole free world does. 

Senator Matonr. Give us a little more information on that, if you 
have it. . 

Mr. Waven. Now I am expressing a purely personal opinion. 

Senator Matone. Well, your personal opinion carries considerable 
weight, I suppose, over there in the State Department. 

Mr. WauaenH. They get into the political field, sir, 

Senator Martone. Let’s get into it. 

Mr. Wavuen. I feel that the underdeveloped countries are suscep 
tible to infiltration from a form of government that is inconsistent 
with our own, and I think it is the policy of the administration that 
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I came in here to serve that whatever assistance we could give these 
people in the underdeveloped countries to enable them to make a 
contribution to the defense of the free world, and not to be absorbed 
by any other form of government or ideology, is a basic concept that 
we should follow. 

Senator Matonr. Are you referring now to areas like Indochina 
and the Malayan States and others of hke character ? 

Mr. Waveu. I was thinking more specifically of the recent meeting 
I returned from in South America, at Venezuela, and I had in the back 
of my mind the experience I had last year in India at the Colombo 
plan meeting. 

At the Colombo plan meeting, there were 19 countries represented, 
and by a coincidence there were 19 countries other than our own 
represenated at the Tenth Inter-American Conference at Venezuela 
last month, all Central and South American countries with the excep 
tion of Costa Rica. 

Senator Maronr. What is it these nations have produced that you 
mentioned that you want to stabilize at our expense? 

Mr. Waven. Wait just a minute, Senator. I didn’t say it was to 
be stabilized at our expense. 

Senator Martone. Whose expense do you think it would be, if we 
guaranteed a stable price and did not produce the rubber here that we 
can, and other synthetics, and natural products ? 

Mr. Waven. First, I have never advocated, and I do not now, the 
creation of an artificial price, wherein we make the payments, nor have 
I even been in favor of a discontinuance of the synthetic rubber plants 
in this country. 

Personally, I have been in favor of the Government getting out of 
the synthetic rubber plant business and disposing of them to private 
industry, which was the will of your Congress. 

Senator Martone. Are you w illing to submit to the will of C ongress 
and not promote anything in the United Nations that Congress does 
not adopt ? 

Mr. Waveu. Mr. Senator, I think it is absolutely necessary for the 
Department of State to submit to the will of Congress. I think that 
is our obligation and our desire. 

Senator Matonp. The record does not show it up to date, except this 
refusal, now, as to going along with this new alphabetical organiza- 
tion, the Permanent Advisory Commission on International Com- 
modity Trade. We voted against that, and it is a good sign. But up 
to then, we had continu: lly, as the record shows, proc eeded, through 
various trick organizations, with financing from sources other than 
that intended by Congress, to keep these organizations alive that were 
not only not adopted by Congress but refused. 

Mr. Waven. I would like to say, sir, that I think as far as T am 
concerned, I ought to limit my comments, other —_ my be teow 
observations, to what has happened since January 20, 1953, the date the 
new administration took over. I think that is ‘only fair’ don’t you? 

Senator Martone. I think it is. That is the reason why I asked if 
you had studied the history of this. 

Mr. Waucu. Yes, I have. 

Senator Martone. Do you understand what appears to be a deliberate 
attempt to involve us in all this material? You do understand that 
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there is a deliberate attempt here over a period of years to involve 
is in these organizations, make us responsible ? 

Mr. Waueu. Well, Senator Malone, 1 am afraid the connotation 
that you have used there “involved us,” isn’t quite fair. 

Senator Martone. What word would you use? 

Mr. Waueu. After all, the United States Senate voted that the 
United States of America should join the United Nations by a vote 
of 89 to 2. 

Senator Martone. Do you think they understood that their prices 
of all commodities were going to be fixed through the United Nations? 

Mr. Wauau. I don’t think they ever will be, sir. 

Senator MALONE. They Ce rtainly will be if we don’t pay attention 
to our business. 

Mr. Wauacu. We are certainly trying to pay attention to our busi 
ness to that very effect, and I think we have demonstrated that dur- 
ing this calendar year in our actions. 

Senator Martone. I think you have, and you have my congratula- 
tions, and we have your assurance that you will continue to vote 
against it. 

Mr. Wauan. I would rather not go into the historical background, 
because it brings up recriminations, which, as far as the present ad- 
ministration is concerned, I don’t think we will profit by. 

Senator Matonr. You might profit to the extent of understanding 
how these things are proposed and how narrow our escape has been. 

Mr. WauGH. Well, of course, 1 believe we should always study 
the records and know what has gone on before. But I think our 
present policy is the policy that l have to be responsible for and an- 
swerable for, and to that extent I am perfectly willing to discuss it, 
of course. 

Senator Matonr. Now, in these countries like Indochina, the 
Malayan States, Algeria, French West Africa, and all of these other 
underdeveloped countries, who profits by the development and the fix- 
ing, we will say, if they do get together with an international cartel ar- 
rangement without us and stabilize prices ¢ What areas profit by that 
arrangement ? 

Mr. Wauaeu. I would like to answer the question the same as I did 
before. I think the whole free world stands to profit by it. 

Senator Matonr. Now, Mr. Secretary, I am glad that you have 
made it clear, as far as this administration is concerned, that we are 
going no further in any discussions as to any cartel arrangements, and 
we are entering into none of them. You have said that, haven’t you? 

Mr. Waveu. I couldn’t honestly say that, sir. 

Senator MAtonE. You said you were not going with this organiza- 
tion. 

Mr. Waveu. I can not honestly say with reference to the actions of 
Congress with respect to the international agreements we now have. 

Senator Matonr. Some of them have been turned down, and I must 
admit the wheels have been greased pretty well. None of them have 
been successful. The wheat agreement 1 think you can study with 
a great deal of profit. 

Mr. Wauen. And the sugar agreement ? 

Senator Manone. Yes, and the sugar agreement. We will give that 
a little time, and it will fail, too. You will remember that England 
didn’t join in the wheat agreement. 
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Mr. Waveun. I appreciate that. 

Senator Martone. Because economically they could benefit by not 
doing so. ' 

Mr. Waven. But I would like to go on by saying that so far as 
rubber and tin are concerned, in this administration, in connection 
with the report you just read from the New York Times, the activity 
of the Department of State in representing American industry at 
this meeting and demonstr: iting the fact that they were represe nting 
American industry in not comply’ ing with the request of the producing 
nations merely on a price-raising situation, hi is received a great deal 
of praise from the industrialists in the rubber business who were at 
that meeting and who have been working with the State Department 
for the last 14 or 15 months on it. 

Senator Matone. We have given you our blessing, too, in staying 
out of this thing. But it is the first record of us staying out of any 
thing that we have ever had, for your information. 

Now, if we don’t participate in this thing officially, do you think 
there will be any indirect blessing from the State Departme nt to gu 
ahead and control these materials ? 

Mr. Waveu. I do not think that this Advisory Commission on 
International Commodity Trade will have the effect of controlling the 
materials, I think it will have the effect of studying the problem. 
And to that extent, I would much rather have Dr. Knorr talk, because 
I think that is in his field, because he has been working on it. I am 
just expressing my own view. 

Senator Martone. In 1947, I was in England, visited most of the 
European nations and the Ruhr, Germany, and examined into a good 
many of the industries, coal mines, steel mills, chemical] plants, in 
various countries. And in Birmingham, England, before going into 
the coal mines, I talked to Sir Ben Smith, who was in charge of coal 
production in that area. You will find this in the Congressional 
Record of 1948, I believe. Several things he told me at that time are 
beginning to make a little more sense in the light of the United 
Nations actions. 

He finally, with a note of reluctance in his voice, said that the 
sterling bloc countries controlled three-fourths of the raw materials of 
the world, and if necessary they could stop shipments. Now it begins 
to connect. 

Mr. Waveu. I don’t think what he said has been demonstrated to 
be a fact. Ican’t see that. Since 1947. 

Senator Martone. You may not be able to see it, but if we had 
entered into this last agreement, as we apparently blindly entered into 
all the rest, they apparently could do that. 

Mr. Wavueu. I was thinking of Great Britain’s control as men- 
tioned. 

Senator Matone. Did you ever study the relationship of the sterling 
bloc countries to other European countries that also control areas? 
It would be good for you to do that. 

Mr. Wavean. I have never added them. 

Senator Matonr. I did, and there were about 54 of them. And the 
sun doesn’t set on them. The United Kingdom together with Belgium, 
the Netherlands, and France, in combination, and if we are able, with 
our military power, to hold the world’s status quo, with the colonies 
they now have, Sir Ben Smith didn’t miss it very much. 
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Mr. Waveu. Well, of course, I am taking into consideration, Sena 
tor, the possessions they had at that time which have since been given 
an independent status, which they do not control at this time. 

Senator Martone. I would point out to you, and I know you know 
it better than I do, that they have a status within the sterling bloc. 
Most of these nations had all the advertising of bei ‘ing made free 
agents. You might take India, at the present time, as an example. 
And all these nations of the sterling bloc have what they call empire 
pre ferential rates. Did you ever go into the matter of empire prefer- 
ential rates ? 

Mr. WauGu. Yes, sir. 

Senator Matonr. And you know just how these raw material ship- 
ments are controlled ? 

Mr. WavueH. Yes, sir. 

Senator Matone. Do you understand it 4 

Mr. Wauau. Yes, sir. 

Senator Martone. Do you still say they do not control it, after the so- 
called freedom of these nations ? 

Mr. Wavan. I do, sir. 

Senator Matone. I have nothing further to ask you in that regard, 
because it is so evident that as far as we are concerned they have the 
edge. 

Now, you did decline to sign the tin agreement, and greatly pleased 
some Members of the Senate, including the chairman of this committee. 
But we learned that later you advised other countries that you had 
no objections to their proceeding without us. 

I shall make the Department release a part of the record: 

In announcing its decision not to sign the agreement, the United States made 

t clear that it was aware of the importance attached to the agreeiment by other 
governments. Since the agreement can come into force and can be operated 
without United States participation, the State Department said it did not auntici- 
pate that the United Sates decision would prevent the agreement from being 
effective, and made clear that the United States would not object if other govern 
ments decided that this was in their interest. 

The Department explained that under the decision not to dispose of the excess 
tin stocks held or to be acquired by the United States Government, these stocks 
would be held in insulation. Withdrawals could be made only at the direction 
of the President, as in the case of regular stockpile materials. 

In other words, Mr. Secretary, we have invited other nations to es- 
tablish a tin cartel, and we are helping them maintain their price by 
holding admittedly excess tin stocks in the United States. 

Will this pattern be followed in other commodities if it is recom- 
mended by this new Commission ? 

Mr. Waven. May I give some background in regard to that? 

Senator Matone. Yes. I think it would be he Ipful. It is 60,000 
tons of tin that we are talking about. 

Mr. Wavuan. Yes. I would like to make it crystal clear, Senator, 
that the decision with reference to the tin agreement and the decisions 
that the Department of State is called upon to negotiate with other 
countries are not the decisions per se of the Department of State. 
and I will use this as an example. The decision with reference to 

gning, whether or not the tin agreement should be signed, was made 
on a Cabinet level. The Secretary of the Treasury, the Secretary of 
State, the Secretary of Interior, the Director of FOA, and the Office 
of Defense Mobilization. That is Mr. Arthur Flemming. 
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And so this decision not to sign the agreement—— 

Senator Matonge. Was the RFC consulted? Was the Reconstruc- 
tion Finance Corporation head consulted in that matter of the tin 
agreement ¢ 

Mr. Wavuen. Yes, sir. 

Senator Matone. I just wanted to make that clear. 

Mr. W AUGH, Through Mr. Cravens, but more particularly through 
the Secretary of the Treasury, Mr. Humphrey. 

Senator Martone. Yes. Now, these men that you have mentioned— 
I have heard you mention these Departments before—are all supposed 
to be consulted when the United States goes into any new trade agree- 
ment or makes any commitment that supposedly affects the trade of 
this country ? 

Mr. Wauseon. I do not believe, sir, you have ever heard me mention 
the names of these particular men before in any negotiation. I try 
to emphasize that this decision by the present administration was made 
on a Cabinet level. The comments that I have made before are in 
connection with the trade agreements cooperation organization, what- 
ever the name is. The Trade Agreements Committee. 

Senator Martone. The 1934 Trade Agreements Act. 

Mr. Wavuan. Where I have discussed it before, I have said repre- 
sentatives of the nine Departments were all there, but I haven’t said 
it has been on a Cabinet level. This is the only decision I know of 
since I have come in here on an item of this type that has had the 
benefit of a decision of the Cabinet. 

Senator Matone. Is that necessary, or was it just a matter of dis- 
cretion with the Secretary of State? 

Mr. Waveun. I think it was necessary, because of the fact that this 
decision was made at approximately the same time that the President’s 
17-man Economic Commission made their report, which came out to 
the effect that they did not look with favor upon international com- 
modity agreements, and this was of sufficient importance not only 
from the economic standpoint, sir, but it was also vital from the 
standpoint of the political officers involved in this particular field, 
and for that reason that decision with reference to the tin agreement 
was made at the Cabinet level. 

Senator Martone. But it was not necessary to consult them ? 

Mr. Waven. The State Department would never make a decision 
like this without the concurrence of the representatives of every De- 
partment I have mentioned. 

Senator Martone. That is one of the policies of the new adminis- 
tration ¢ 

Mr. Waven. I don’t know about the old policy, but that has been 
the policy of the new administration. 

Senator Martone. Under what authority are we holding these stocks 
immune from distribution at any time it might be considered neces- 
sary or economically advisable, or on account of our security? On 
what authority do you make that decision that there will be no 
interference ? 

Mr. Waven. Under the Defense Production Act, which is author- 
ized by your Congress. 

Senator Matone. It gives you the authority to make deals with 
other nations that you would not interfere with their market? 
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Mr. Wavuen. No. It doesn’t give me the authority. It doesn't 
vive the State Department the authority. 

Senator MALONE. Who does it give it to? 

Mr. W AUGH. The control of the defense ] roduction, the direction, 
is under Arthur Flemming. 

Senator Matonr. He can make a deal with another nation, then, 
to withhold any surplus stock that we might have here if he thinks 
that it would injure the intern: itional market ? 

Mr. Waucu. I think the law is such that these stocks that are put 
into the stoe kpile are only t: a nn out of he stockpile by the law under 
the direction of the President. But it was insulated by the same 

ules, that it would not be taken out except at the direction of the 
President. 
Senator MALonr. Now, we went into that situation, and under the 


direction of the President a market in certain metals was broken 
this country. He did not direct that the market be broken, but 
he directed that the stocks be taken out, and it resulted in the break 


ng. There is no reason to review that now except in the light of 
the authority that Mr. Flemming might have. 

Now, some of this tin is not in the stockpile, is it 

Mr. Wauau. I think 60,000 is not in the stockpile. 

Senator Matonr. Then does that give you the author ty, if it is 
not in the stockpile, under the Defense Production Act, or does it give 
it to Mr. Flemming, to m: ny] ulate that in any Way he sees fit ? 

Mr. Waucu. No, it was naulated wil h tl die pt ne hrs it would 
not be taken out exce pt sca th e same rules a as a yplied to the Defense 
P roductio n Ac t. 

Senator MaLtone. Who insulated i 

Mr. Waueu. I think the |S cat of the United States, sir. 


6 


Senator Matonr. He has that authority under the Strategic and 
cal Materials Stoc paling Act, regar lless of wheth« it is in the 
tanknaih ak not, to Say that it will not be offered for sale if it ‘ompetes 
with the foreign markets aod might result in our control of the 
situation ? 
Mr. WaucH. Yes. 
Senator Maronr. Now, under this international tin agreement, State 


Department release of March 5, 1954, aide-memoire. This, then, 
would be a memorandum from the State Department. Is that what 
it is? 

Mr. Waven. That is right, sir. 

Senator Matonr. March 5, 1954. 

Mr. Wavan. Cleared by all the different agencies that made this 
decision. 

Senator Martone. And they are the ones that you just mentioned, 
your Cabinet, almost your entire Cabinet? 

Mr. Wavuen. Yes, sir. 

Senator Martone. Then I will read paragraph 3: 

At the Geneva Conference, a number of governments expressed interest in the 
disposition to be made by the United States Government of those tin stocks held 
and to be acquired in excess of strategic stockpile requirements. This Govern- 
ment has now decided that it will hold these stocks in insulation, and that any 
withdrawals shall be made only at the direction of the President as in the case 
of regular stockpile materials. 
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And they did that by reason of the conference at Geneva. .A number 
of governments agreed that it was necessary. 

Mr. Wavucu. No, sir. 

Senator Manone. That is what this said, that at the Geneva Con- 
ference a number of governments expressed interest in the disposition 
to be made by the United States Government of those tin stocks held 
in excess of the stratewic stockpile requirements. In other words, their 
fear apparently was that if you purchased more tin than you needed 
in the stockpile, purchased what you thought was needed in the stock- 
pile, and later decided you did not need that much, their sale might 
affect the international market ? 

Mr. Wavuen. It would affect the domestic market as well. 

Senator Matonr. That is what we want, to affect the domestic mar- 
ket, isn’t it, as long as we are not producing any of it? Or are we be- 
yond saving any money for the Government of the United States 
This says in so many words, almost, that— 
at the Geneva Conference a number of governments expressed interest in the 
disposition to be made by the United States Government of those tin stocks held 
and to be acquired in excess of the strategic stockpile requirements. 

Now, wasn’t it their fear that if you released any tin stocks, whether 
they were in the stockpile or not, it would affect their international 
market ? 

Mr. Wavau. It affects all markets, the same way that our surplus 
agricultural products overhanging the market today affect the market 
today. It is the same situation entirely. 

Senator Maronr. All right. I have your answer now that their 
interest at Geneva was their fear that you would interefere with their 
pr ice at which they were selling tin on the markets. That was their 
interest. was it not? 

Mr. Wavau. Yes, sir. 

Senator Martone. It is a very simple matter. 

This aide-memoire will be made a part of the record at this point. 


AIDE-MEMOIRE 


1. The International Tin Agreement, the terms of which were established at 
Geneva in December, 1953, is open for signature from March 1 to June 30, 1954. 
The United States Government is aware of the importance attached to the 
Agreement by a number of governments, and is also aware of the interest shown 
in the question of whether the United States is prepared to participate. This 
Government has therefore given prompt and careful consideration to the matter 
so that other interested governments might be notified of its decision at the 
earliest time. 

The United States Government has decided not to sign the Agreement. In 
making this decision known, however, it wishes to make clear its position if 
the other governments which participated in the negotiations should decide that 
it is in their interest to proceed with the Agreement. It is entirely possible for 
the Agreement, as negotiated, to operate without the participation of the United 
States, since the Agreement did not provide for contributions by consuming 
countries to the buffer stock and since any action taken to reduce production 
to bring it in line with consumption would be taken by the producing countries 
themselves. The United States therefore does not anticipate that its decision 
will prevent the Agreement from entering into force and wishes to make clear 
that it will have no objection to such action if the other governments should 
decide that it is in their interest. 

3. At the Geneva Conference, a number of governments expressed interest in 
the disposition to be made by the United States Government of those tin stocks 
held and to be acquired in excess of strategic stockpile requirements. This 
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Government has now decided that it will hold these stocks in insulation and 
that any withdrawals shall be made only at the direction of the President as 
in the case of regular stockpile materials. 

[DEPARTMENT OF STATE, 

Washington, March 5, 1954. 

Senator Martone. Now, that being the case, does not this excess tin 
that might be in excess of our stockpile requirements serve to keep 
the tin prices higher to American consumers ¢ 

Mr. Waveu. I think that is a matter you ought to discuss with the 
tin experts and the ODM. 

Senator Matone. Well, what would be your reasonable answer to 
this question? You are in charge up there, and I presume you have 
discussed it with your people. What would be the effect, in your 
judgement ? 

Mr. Waven. Of keeping it off the market ? 

Senator Martone. Yes. Insulation of the tin that we purchase and 

agreement with them ahead of time that it would not be released, 
even if we had too much tin. 

Mr. Waven. It would probably result in having no effect on the 
current market, if it is kept off the market. If it was put on the 
market, it would probably have a depressing effect on the market. 

Senator Martone. That is what I asked you. 

Mr. Wauen. Yes. 

Senator Manone. Is this not a means, then, of helping to operate 
a tin agreement by the United States without being a signatory to the 
agreement / 

Mr. Waucu. No, I wouldn’t say that. 

Senator Martone. Now, we have pointed out that the Proposals for 
World Trade prepared by the United States State Department in 
1945 was the source for the creation of three organizations, first, the 
General Agreement on Trade and Tariffs, and second, the Interim 
Coordinating Committee for International Commodity Arrange- 
ments, and third, the United Nations Ad Hoc Committee on Restric- 
tive Business Practices. 

At the time these proposals were written there were certain 
elements in the State Department whose interests I believe to be 
inimical to the United States welfare, principally Mr. Alger Hiss. 
That was in 1945. I therefore request that you have a thorough study 
made of the basic memorandum and the drafts of these proposals to 
establish all of the persons who helped prepare these proposals, and 
that you furnish for insertion at this point in the record a complete 
list of those who helped to draft these proposals. Is that a reasonable 
request, Mr. Secretary ? 

Mr. Waven. We will try to comply with it, sir. 

Senator Martone. I will read it again. 

Mr. Wauen. Yes. 

Senator Maton. It is a very important responsibility that I am 
asking you to assume. 

Mr. Wavueun. Yes, I understand that. 

Senator Matonr. Because you are the only one that has complete 
charge of a department that still contains a good many of the people 
who were interested and actually active in the preparation of these 
proposals. 

I request that you have a thorough study made of the basic memo- 
randa—this goes back to 1945—where the basic source material was 
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prepared in the State Department as a basis for three organizations, 
the General Agreement on Trade and Tariffs, to which some people 
think we are bound regardless of what we may do now, the Interim 
Coordinating Committee for International Commodity Arrange 
ments—if anyone that doesn’t make a lifework of it could understand 
the relationship between all of these alphabetical agenc see, I would be 
greatly surprised—and the United Nations Ad Hoc Committee on 
Restrictive Business Practices; and to establish all of the persons— 
that means the advisers and the principals who signed the memo- 
randums—who helped prepare these proposals, and that you furnish 
for insertion in the record a complete list of those who made up a 
draft of those proposals. 

Now, Mr. Secretary, I am going to assume, and I know that I can, 
as chairman of the committee, that you are just as anxious to deter- 
mine who and what was behind all of these proposals in 1945 as the 
chairman and the members of the comittee are to complete the record. 
I think it is doubly important, due to the conclusive proof that we 
have had in the last few months, that none of the original ideas have 
been abandoned. 

Now, we have spent c nsiderable time in dete rmining responsibil- 
ity, not the responsibility particularly for the alphabetical agencies 
that have ec: wal out these ideas, but who are behind them and what 
persons or what organizations caused the policy to be adopted that 
has resulted in our dependence on offshore areas for many of the 
thines we can’t fight a war without, with conclusive evidence that we 
cannot secure them in wartime, and why our domestic economy is mov- 
ing and has moved a considerable distance from a civilian economy to 
a War economy. 

You are aware of, and I am sure you have read the memo, or at least 
it is available to you, that Mr. Harry Dexter White sent in 1945 to 
the then President, advising that we were out of these materials; that 
our reserves showed that in a certain number of years, the longest, I 
think, being 12 years for petroleum and 38 years for tungsten, they 
would be gone. He mentioned a dozen or so of these materials in his 
memo to the Secretary—and he was Assistant Secretary of the Treas- 
ury—and said that we would completely exhaust our domestic sup- 
plies, Therefore, he advised the See retary, ° ‘We should save our 
materials and buy them from foreign countries.” And he advised 
that if we were to loan money to Russia, they were in position to 
funish most of these materials. 

Secretary Morgenthau sent a letter to the then President, embody- 
ing these recommendations, and the President, at the time of signing 
the stockpile bill, said that he signed it very reluctantly, because his 
administration did not agree with the Buy American Act and believed 
that we should save our strategic and critical materials and buy them 
from foreign countries. And that was established as the policy of 
this Nation and still is in effect. 

Now, we would just like to see what persons and what movement 
were behind these State Department memos and suggestions to other 
nations that emanated at about the same time, from the State Depart- 
ment; when Harry Dexter White was promoting the policy that was 
tater adopted by the Treasury Department. 

(The list of names referred to is as follows:) 


Ste. 
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RESPONSE TO INFORMATION REQUESTED BY SENATOR GEORGE W. MALONE 


The preparatory work leading to the several projects and conferences referred 
to hereinafter was the product of extensive interagency cooperation. The activ- 
ities of the several delegations were carried out within the framework of author- 
ized instructions based upon interagency consultation, developed in advance of 
the respective conferences and approved by the President. The instructions 
were subject to subsequent modification by the Secretary or Acting Secretary of 
State, also based upon interagency consultation in appropriate cases as the 
conferences proceeded. Any significant departure from the original instructions 
required approval of the President 

(The text immediately following the numbered items is from Senator Malone’s 
letter.) 


1. Preparation of the document Proposals for Expansion of World Trade and 
Employment, published by the United States Government in November 


1945 and transmitted to other governments 
The proposals were the product of the work of sp i I agencies 
of the executive branch of the Government, performed er the general chair- 
anship of William L. Clayton, then Assistant Secretary of State for Economic 
Yairs. The technical staff within the Department of State primarily respon- 


ble for the work leading to the proposals had been under the general supervi- 
Sit f Harry C. Hawkins prio se] Haley from 
September 1944 through June 1945; and of Clair Wilcox from July 1945 to No- 
velnber 1, 1945, the date of their submission to the then Secretary of State, J: 


to September 1944 f Bernat I 


mes 





F. Byrnes Che responsibilities of Messrs. Hawkins and Haley were incident 
to their duties as successive Directors of the Office of Economic Affairs, and those 
of Mr. Wilcox as Director of the Office of International Trade Policy, successor 
to the former office. 

Within the Department of State the work leading to the proposals was pri- 
arily concentrated in the then Division of Commercial Policy, of which William 
{. Fowler was then Chief. By virtue of the comprehensive subject matter of 
e proposals, however, the work cut across organizational lines and involved 
ontinuing participation by the staffs of other units of the Department, particu- 
arly other economic offices concerned with such matters as commodity prob- 
lems and financial and monetary affairs, and the geographic offices having prin- 
pal responsibility for United States relations with specific countries. 

Over a period of time many members of the staffs in other agencies concerned 
vith 






the foreign economic aspects of their respective agency’s responsibilities 

so participated in this work. The other agencies primarily concerned were 
e Departments of Treasury, Commerce, Agriculture, War, Navy, and Labor 
ind the Tariff Commission. 


> 


2. Preparation of Department of State Publication 2439, Commercial Policy 
Series 80, 1945. 

This publication is entitled “Anglo-American Financial and Commercial Agree- 
ments.” The work leading to these agreements was also the product of exten- 
sive interagency cooperation within the executive branch under the general 
supervision of Mr. Clayton. 

In addition to officials of the Department of State, negotiations with the 
United Kingdom included, among others, the Secretaries of the Departments of 
Treasury and of Commerce, the Chairman of the Federal Reserve Board, and 
the Administrator of Surplus Property. Those from the Department of State 
included: 

James F. Byrnes, Secretary. 

Dean Acheson, Assistant Secretary 

William L. Clayton, Assistant Secretary. 

Thomas B. McCabe, Foreign Liquidation Commissioner. 

Emilio G. Collado, Director, Office of Financial and Development Policy. 

Within the Department of State, the work leading to the proposals, referred 
to in the United States-United Kingdom Understanding Reached on Commercial 
Policy, was the same as set forth in item 1 above relating to the Proposals for 
Expansion of World Trade and Employment. 

The work preparatory to the joint statement Settlement for Lend Lease and 
Reciprocal Aid, Surplus War Property and Claims within the Department of 
State was performed in the Office of the Foreign Liquidation Commissioner, 
under Commissioner Thomas B. McCabe, and in the Office of Financial and 
Development Policy under Emilio G. Collado, Director. Within the latter Office, 
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the work tended to be concentrated in the Division of Lend Lease and Surplus 
War Property Affairs of which Frank W. Fetter and Hubert F. Havlik were 
successively acting chiefs during this period. 

While much of the work preparatory to the Financial Agreement was done 
in the Treasury Department, Mr. Collado, as Director of the Office of Financial 
and Development Policy, was primarily responsible for the State Department’s 
interest and contribution to this phase of the work, and drew upon the staff of 
that Office and other units of the Department as occasion required 


2 


8. Preparation of Suggested Charter for an International Trade Organization of 
the United Nations. 

The preparation of the Suggested Charter was an integral part of the work 
in process within the executive branch of the Government in the general field of 
postwar commercial policy. It represented further development of the work 
which had led to the proposals (item 1 above) in preparation for the then forth 
coming United Nations Conference on Trade and Employment. 

As in the case of the proposals the work involved wide interagency participa- 
tion and was performed under the general chairmanship of Mr. Clayton as 
Assistant Secretary of State until August 16, 1946, and thereafter as Under 
Secretary of State for Economie Affairs. Similarly, while the work within the 
Department involved the participation of many units, it was concentrated in the 
Office of International Trade Policy under the direction of Clair Wilcox. 


4. Preparatory committee appointed to arrange for International Conference on 
Trade and Employment, set up in 1946, and convening in London in October 
1946. 

The delegation included representatives of the Departments of Treasury, 
Agriculture, Commerce and Labor, and of the Tariff Commission. The mem- 
bers of the Department of State and of the Foreign Service were: 
Chairman: Clair Wileox, Director, Office of International Trade Policy. 

Vice chairman: Harry C. Hawkins, counselor of Embassy for economic affairs, 

American Embassy, London 
Advisers: 

Willis C. Armstrong, adviser on State trading, Commercial Policy Division. 

Edmund H. Kellogg, Division of International Organization Affairs. 

Donald D. Kennedy, Chief, International Resources Division 

John M. Leddy, adviser on general commercial policy, Division of Commer- 
cial Policy. 

Robert P. Terrill, Associate Chief, International Resources Division 

Technical Secretary : J. Robert Schaetzel, special assistant to the Director, Office 

of International Trade Policy 


5. Preparation of Suggested Charter for an International Trade Organization of 
the United Nations, a document issued by the Department of State in 
October 1946. 

This is the same document as that referred to in item 3 above. 


6. Drafting committee for draft charter which functioned in New York during 
January and February 1947. 
The Treasury Department was also represented on this project. Department 
of State members of the drafting committee were— 


United States representative: John M. Leddy, adviser, Division of Comercial 
Policy. 
Members: 
Honore M. Catudal, consultant, Division of Commercial Policy. 
Robert P. Terrill, Associate Chief, Division of International Resources. 
William T. Phillips, special assistant on Commodity Policy, International 
Resources Division. 
Edmund H. Kellogg, specialist on international organization affairs, Division 
of International Organization Affairs. 
7. Second session of the preparatory committee, which met in Geneva, Switzer- 
land in April 1947. 
8. Tariff negotiations at Geneva conducted April through October 1947. 
9. Preparation of draft at Geneva for submission to the United Nations Confer- 
ence on Trade and Employment at Habana, Cuba. 
The three foregoing items are aspects of a single project. At the second session 
of the Preparatory Committee (item 7), which was convened in Geneva during 
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the period April 10 October 30, 1947, the tariff negotiations (item 8) were con- 
ducted and negotiation was concluded of the draft Geneva Charter for the In 
ternational Trade Organization (item 9) for submission to the United Nations 
Conference on Trade and Employment. 

The delegation included representatives of the Departments of Treasury, 
Agriculture, Commerce, Labor and War, and of the Army and Navy Munitions 
Board and of the insular government of Puerto Rico. The Department of 
State and Foreign Service members of the United States delegation, excluding 
administrative and clerical staff, were— 

Chairman: William L. Clayton, Under Secretary of State for Economic Affairs. 
Vice Chairman: Clair Wilcox, Director, Office of International Trade Policy. 
Delegates : 
Winthrop G. Brown, Chief, Division of Commercial Policy. 
Harry C. Hawkins, counselor of Embassy for economic affairs, American 
Embassy, London. 
Advisers: 
Honore M. Catudal, adviser, Division of Commercial Policy; Einar Jensen, 
agricultural attaché, American Legation, Bern. 
Edmund H. Kellogg, Division of International Organization Affairs. 
Donald D. Kennedy, Chief, International Resources Division. 
John M. Leddy, adviser on general commercial policy, Division of Co1n- 
mercial Policy. 
Robert P. Terrill, Associate Chief, International Resources Division. 
Tariff negotiating teams: 
United Kingdom: 
Wilson T. M. Beale (head), Assistant Chief, Division of Commercial 
Policy. 
Don C. Bliss, commercial attaché, American Embassy, London. 
Joe Adams Robinson, Division of Commercial Policy. 
Canada: 
Homer 8S. Fox (head), commercial attaché, American Embassy, Ottawa. 
Constant Southworth, Division of Commercial Policy. 
Southern Dominions: 
Robert M. Carr (head), adviser, Division of Commercial Policy. 
Kathleen Molesworth, second secretary and consul, American Embassy, 
London. 
India: 
Edwin G. Moline (head), Division of Commercial Policy. 
Joseph §. Sparks, vice consul, American consulate, Karachi, India. 
France: 
Daniel J. Regan (head), counselor of the Embassy for economic affairs 
America Embassy, Paris. 
Mary G. Crain, Division of Commercial Policy. 
H. Arnold Quirin, Division of Commercial Policy 
Belgium and Holland: 
William A. Fowler (head), adviser to the United States representative 
(ECOSOC). 
Julean Arnold, Jr., Division of Commercial Policy. 
China and Lebanon: 
Merrill C. Gay (head), Assistant Chief, Division of Commercial Policy. 
John F. Shaw, Division of Commercial Policy. 
Czechoslovakia : 
Vernon L. Phelps (head), adviser on European commercial affairs 
Division of Commercial Policy. 
Robert Bruce Wright, Division of Commercial Policy. 
Brazil and Chile: 
Du Wayne G. Clark (head), commercial attaché, American Embassy, 
Rio de Janeiro. 
William F. Fray, Division of Commercial Policy. 
Cuba: 
H. Gerald Smith (head), assistant to the Assistant Secretary of State 
for American Republic Affairs. 
Amelia H. Hood, Division of Commercial Policy. 
Norway: 
Norman Burns (head), adviser, Division of Commercial Policy. 
Robert Bruce Wright, Division of Commercial Policy. 
Technical Secretary: J. Robert Schaetzel, special assistant to the Director, 
Office of International Trade Policy. 
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10. Conference on Trade and Employment at Habana, Cuba, November 21, 1947, 
through March 24, 1948. 

The delegation included representatives of the Departments of Treasury, Agri- 
culture, Commerce, Labor, Interior, the then National Military Establishment, 
and of the Tariff Commission. Congressional, Department of State, Foreign 
Service, and nongovernmental members were— 

Chairman: William L. Clayton, adviser to the Secretary of State. 
Vice Chairman: Clair Wilcox, Director, Office of International Trade Policy. 
Delegates: 

Jere Cooper, United States House of Representatives 

James Grove Fulton, United States House of Representatives. 

Jacob K. Javits, United States House of Representatives. 

A. Willis Robertson, United States Senate. 

Harry C. Hawkins, Minister-Counselor for Economic Affairs, American 

IXmbassy, London. 

Political adviser: Albert F. Nufer, American Ambassador to El Salvador. 
Legal adviser: Seymour J. Rubin, Assistant Legal Adviser for Economic Affairs 





igovernmental member 
john Abbink, past chairman, National Foreign Trade Council. 


Kenzie S. Bagshaw, chairman, Executive Committee, National Grange. 

H. W. Balgooven, member, advisory group, international economic relations 
committee, National A ciation of | ufacturers 

John Brophy, director, Industrial Union Councils, Congress of Industrial 
I 1 iZATIONS 

John Dickey, president, Dartmouth College. 

Elvin H. Kilthetfer, member foreign commerce department committee, 


United States Chamber of Commerce 

Lee Minton, president, Glass Bottle Blowers Association American Federa- 
tion of Labor 

Mildred Northrop, associate professor of economics, Bryn Mawr College. 


John J. Riggle, assistant secretary, National Council of Farmers Coopera- 
tives 

Victor Schoepperle, Bankers Association for Foreign Trade. 

Wilbert Ward, past president, Bankers Association for Foreign Trade. 


H. L. Wingate, president, Georgia Farm Bureau, American Farm Bureau 
Federation 
rechnical members 
Honore M. Catudal, adviser, Division of Commercial Policy. 
Hubert F. Havlik, Acting Chief, Division of Investment and Economic De- 
velopment 
Edmund H. Kellogg, specialist, Division of International Organization Af- 


fairs 
Donald D. Kennedy, Chief, International Resources Division. 
John M. Leddy, adviser, Division of Commercial Policy. 


H. Gerald Smith, acting adviser, Office of Financial and Development Policy. 
Robert P. Terrill, Associate Chief, International Resources Division. 
Liaison officer: Morris N. Hughes, first secretary, American Embassy, Habana. 

Assistants : 
James N. Cortada, economic analyst, American Embassy, Habana. 
Car! F. Norden, second secretary, American Kmbassy, Habana. 
Technical secretary: J. Robert Schaetzel, special assistant to Director, Office of 

International Trade. 

There was also convened at Habana the first sesston of the contracting parties 
to the General Agreement on Tariffs and Trade during the period February 28 
through March 24, 1948. The United States representative at this session was an 
official of the Department of Commerce. Department of State members of the 
delegation were 

Honore M. Catudal, adviser, Division of Commercial Policy. 
John M. Leddy, adviser, Division of Commercial Policy 
Vernon L, Phelps, adviser, Division of Commercial Policy. 


11. Preparations for third session of contracting parties to the General Agree- 
ment on Tariffs and Trade. 

This work conformed to the general pattern set forth in item 1 above. Many 
other agencies of the Government participated. Within the State Department 
the work was under the supervision of Willard L. Thorp, Assistant Secretary for 
Kkeonomic Affairs. While the work involved many units of the Department, it 
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was concentrated in the Office of International Trade Policy, of which Winthrop 


G. Brown was then Director, and in the Division of Commercial Policy, a com- 
ponent of that Office, of which Woodbury Willoughby was then Chief. 





12. Third session held at Annecy, France, April through August 1949 


le 


Che third session of the contracting parties to the General Agreement on 
Cariffs and Trade (GATT) was held at Annecy during the pe d April 8 
through August 26, 1949 

The delegation included represer ives of the Departments of Treasury, 
\criculture, Commerce, and Labor, and of the then National Military Estab- 

shment The members of the deleg on from the State Department and the 
Foreign Service, exclusive of the adn trative and clerical stafl, were 
Chairman: Woodbury Willoughby, Chief, Division of Commercial Policy, Chair 


man of the Interdepartmental Committee on Trade Agreements 
Advisers: 
Honore M. Catudal, adviser, Division of Commercial Policy 
Walter Hollis, assistant to the Legal Adviser. 
F. A. Motz, attaché, American Embassy, Paris 
Vernon L. Phelps, adviser on European commerci iffairs, Division of 
Commercial Policy. 
Tariff negotiating teams: 
Denmark and Finland: Julean Arnold, Jr., Division of Commercial Policy 
Sweden: 
Avery F. Peterson (head), counselor, American Embassy, Stockholm 
H. Arnold Quirin, Division of Commercial Poli 
Italy 
Homer 8S. Fox (head), counselor, American Embassy, Ottawa. 
John M. Kennedy, Division of Commercial Policy. 
Greece and Liberia : 
Horace H. Smith (head), first secretary, American Embassy, Athens 
Cc Thayer White, Division of Commercial Policy 
Dominican Republican and Haiti: 
Daniel M. Braddock (head), first secretary, American Embassy, Madrid 
Amelia Hood, Division of Commercial Policy 
Columbia, Uruguay, and Nicaragua: 
Howard H. Tewksbury (head), Chief, Division of River Plate Affairs 
Elizabeth McGrory, Division of Commercial Policy. 
William F. Gray, Division of Commercial Policy. 
Consultant: Adolph B. Horn, assistant attaché, Habana Embassy 
Secretariat : 
Arthur C. Nagle, special assistant to the Chairman, Division of International 
Conference. 
James H. Lewis, technical secretary, Acting Assistant Chief, Division of 
Commercial Policy. 
Trade agreements committee staff: 
Robert W. Shaw, Division of Commercial Policy. 
George C. Spiegel, Division of Commercial Policy. 
M. Margaret McCoy, Division of Commercial Policy 
Statistical assistant: Evelyn F. Brooks, Division of Commercial Policy. 





13. Working comittee named at above to study conducting a third round of 
multilateral tariff negotiations. 

The working party set up at the first session to study possibilities of arrang- 
ing a third round of tariff negotiations met at Annecy and reconvened later in 
London. Vernon L. Phelps adviser on European commercial affairs, Division 
of Commercial Policy, Department of State, represented the United States at 
Annecy. James H. Lewis, Acting Assistant Chief, Division of Commercial 
Policy, Department of State, and Don C. Bliss, counselor of Embassy for 
economic affairs, Embassy London, represented the United States at London. 

14. Fourth session of contracting parties to GATT, held at Geneva, Switzer- 
land, February—April 1950. 

The delegation included representatives of the Departments of Treasury, 
Commerce, and Agriculture, and of the Economic Cooperation Administration 
The members of the delegation from the Department of State and the Foreign 
Service were: 

Chairman: Henry F. Grady, American Ambassador to Greece 
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Vice-chairman: John W. Evans, Chief, Economic Resources and Security Staff 
Advisers: 
Walter Hollis, assistant to the Legal Adviser. 
Orville J. McDiarmid, Acting Chief, Monetary Affairs Staff. 
Raymond Vernon, adviser, Commercial Policy Staff. 
Technical secretary: Melvin E, Sinn, commercial policy staff. 
15. Preparations for the Conference at Torquay, England. 

The procedure was generally the same as set forth in items 1 and 11 above, 
with the exception that the commercial policy staff had become sucessor to the 
Division of Commercial Policy and its Chief during this period was Carl D. 
Corse, 

16. Tariff negotiations meeting at Torquay, England, September 28, 1950, through 
April 21, 1951 

Che delegation to the third set of tariff negotiations included representatives 
of the Departments of Treasury, Agriculture, Commerce, and of the Economic 
Cooperation Administration. Those from the Department of State and Foreign 
Service were: 

Chairman: Willard L. Thorp, Assistant Secretary of State for Economic Affairs. 
Alternate chairman: Winthrop G. Brown, Director, Office of International Trade 
Policy. 
Vice chairman: 
Carl D. Corse, Chief, Commercial Policy Staff (chairman, trade agreements 
committee ) 
Vernon L. Phelps, alterante chairman, trade agreements committee. 
Negotiating teams: 
United Kingdom: 
Charles F. Baldwin (head), American Embassy, London (head of 
Canada and Australia-New Zealand-South Africa teams, also). 
James H. Lewis (deputy head), Office of British Commonwealth and 
Northern European Affairs. 
Kathleen Moiesworth, American Embassy, London. 
Canada: 
Constant Southworth (deputy head), Office of British Commonwealth 
and Northern European Affairs 
Richard T. Black, Division of Commercial Policy. 
Australia, New Zealand, and South Africé 
Albert E. Clattenburg, Jr. (deputy head), American Embassy, Lisbon. 
(Mrs.) Musedorah Thoreson, Office of Birtish Commonwealth and 
Northern European Affairs. 
Belgium, Indonesia, Luxembourg, and Netherlands: 
Pat’.en D. Allen (head), American Embassy, Brussels. 
John F. Shaw, Office of Phillipine and Southeast Asian Affairs. 
France: 
Daniel J. Began (head), Foreign Service officer, Paris. 
C. Thayer White, Commercial Policy Staff. 
Germany : 
Knowlton Hicks (head), Foreign Service officer, American Legation, 
Vienna. 
Henry Wyner, Bureau of German Affairs. 
Austria, Denmark, Italy, Norway, Sweden: 
John M. Kennedy (head), Office of Western European Affairs, 
John Montgomery, Office of Western European Affairs. 
India, Korea, and Turkey: 
Francis Lincoln (head), Office of Greek, Turkish, and Iranian Affairs. 
(Mrs.) Louise Sissman, Office of South Asian Affairs, 
Cuba and Dominican Republics: 
Merwin Bohan (head), Foreign Service reserve officer (head of Brazil 
and Peru teams, also). 
(Mrs.) Amelia H. Hood, Bureau of Inter-American Affairs. 
Brazil and Peru: 
William A. Conkright (deputy head), American Embassy, Seoul. 
William F. Gray, Office of Northwest Coast Affairs. 
Elizabeth MeGrory, Office of Middle American Affairs. 
Technical secretary: (Mrs.) Margaret H. Potter, Commercial Policy Staff. 

The fifth session of the contracting parties was held concurrently with the 

tariff negotiations and the United States delegation included representatives of 
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the Departments of Treasury, Agriculture, Commerce, and the Economie Co- 
operation Administration. Those from the Department of State were— 
Chairman: Winthrop G. Brown, Director, Office of Intrnational Trade Policy. 
Advisers: 

Saul R. Srole, Acting Assistant Chief, Monetary Affairs Staff. 

Leonard Weiss, Assistant Chief, Commercial Policy Staff. 
rechnical secretary : Northrup Kirk, Monetary Affairs Staff. 
17. Preparation for the sixth session of the contracting parties. 

The procedure was generally the same as set forth in items 1, 11, and 15, above, 
except that the Office of Economic Defense and Trade Policy had become suc- 
cessor to the responsibility in the field of trade policy of the former Office of 
International Trade Policy, and John M. Leddy was Acting Director of the new 


Office. The Commercial Policy Staff was a component of the new Office and Carl 
LD). Corse was its Chief. 


18. Sixth session, held at Geneva, September 17 through October 26, 1951. 
The delegation included representatives of the Departments of Treasury, Agri 
ilture, and Commerce, and of the Economic Cooperation Administration 

Chose from the Department of State and the Foreign Service were: 

Chairman: Willard L. Thorp, Assistant Secretary for Economic Affairs. 

Vice Chairman: John M. Leddy, Acting Director, Office of Economic Defense and 
Trade Policy. 

\dvisers: 

Jack C, Corbett, Deputy Director, Office of Financial and Development Policy 

Joseph A. Greenwald, Commercial Policy Staff 

Walter Hollis, Office of the Legal Adviser. 

Walter M. Kotschnig, Director, Office of U. N. Economie and Social Affairs. 

J. Robert Schaetzel, special assistant to the Assistant 
nomie Affairs 

Secretariat : 


Secretary for Eco 


Robert E. Read, secretary of delegation, United States resident delegation, 
Geneva. 
Helen L. Brewster, technical secretary, Office of the Assistant Secretary for 
Jconomic Affairs 
19. Participation on Intersessional Committee established at above. 
Che United States delegations to meetings of the Ad Hoe Committee for Agenda 
nd Intersessional Business were 
Ben T. Moore, first secretary, American Embassy, London, at meeting in 
Geneva, January 14-15, 1952; at meeting in Geneva, February 25, 1952. 
Joseph A. Greenwald, economic officer, United States resident delegation 
staff, Economic Commission for Europe, Geneva, Switzerland; at meeting 
in Geneva, February 25, 1952. 
Raymond Vernon, Deputy Director, Office of Economic Defense and Trade 
Policy ; at meeting in Geneva, September 4-5, 1952. 


2. Preparations for seventh session, and session itself, held at Geneva, Switzer- 
land, in 1952. 
a) The preparations for the seventh session followed the general pattern as 
set forth above in connection with item 17 above 
(0b) The delegation included representatives from the Departments of Treas- 
iry, Agriculture, and Commerce, and from the Mutual Security Agency. Those 
from the Department of State and the Foreign Service were 
Chairman: Willard L. Thorp, Assistant Secretary for Economic Affairs 
Vice Chairman: Raymond Vernon, Deputy Director, Office of Economic Defense 
and Trade Policy. 
Advisers: 
Louis C. Boochever, Jr., Office of European Regional Affairs. 
John J. Czyzak, Office of Legal Adviser for Economic Affairs. 
Mortimer D. Goldstein, Assistant Chief, Exchange Restrictions and Pay- 
ments Agreements, Monetary Affairs Staff. 
Joseph A. Greenwald, economic officer, resident United States delegation of 
international organizations. 
Miss Florence Kirlin, special assistant, Office of Assistant Secretary for 
Congressional Relations. 
Frederick A. Motz, attaché, American Embassy, Paris. 
Executive secretary : Henry F. Nichol, conference attaché, resident United States 
delegation to international organizations, Geneva. 
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Technical secretary: Mrs. Ruth S. Donahue, Office of Assistant Secretary for 
Economic Affairs. 


21. Work of Ad Hoc Committee for Agenda and Intersessional Business prior 
to or subsequent to seventh session of contracting parties. 
(a) United States representatives to the Ad Hoc Committee meetings prior 
to the seventh session are listed in item 19 above. 
(6) United States representatives to meetings subsequent to the seventh ses- 
sion were; 
(1) At meeting in Geneva, February 2, 1953: United States representatives : 
Carl D. Corse, Chief, Commercial Policy staff. 
Advisers: 
Joseph A. Greenwald, United States resident delegation staff, Economic 
Commission for Europe, Geneva, Switzerland. 
C. Thayer White, assistant officer in charge of economic affairs, Office of 
Northeast Asian Affairs 
(2) At meeting in Geneva, August 17, 1953: 
United States representative > John M. Leddy, Acting Deputy Assistant Secre 
tary for Economic Affairs. 
(3) At meeting in Geneva, February 18, 1954: 
United States representative: Joseph A. Greenwald, economic officer, resident 
United States delegation to international organizations, Geneva, Switzerland 


22. Treaty constituting the European Coal and Steel Community. 

The United States is not a party to this treaty and did not participate in its 
negotiation. Responsibility for following treaty developments from the view 
point of United States interests has been a continuing function of the staffs of 
the Assistant Secretary for Economic Affairs and of the Assistant Secretary of 
the Bureau of European Affairs. 


»” 


23. Waiver of provisions of above treaty agreed to at seventh session of con- 
tracting parties. 

Pursuant to its instructions from Washington, the delegation to the seventh 
session represented the United States in this negotiation. The Department of 
State and Foreign Service members of the delegation are set forth in item 20 (b) 
above. 


9 


24. Preparations for the eighth session and session itself, September 17 to October 
24, 1953. 

(a) The preparations for the eighth session followed the pattern indicated in 
items 17 and 20 (a) above, except that during this period Samuel C. Waugh was 
Assistant Secretary of State for Economic Affairs. 

(bv) The delegation included representatives of the Departments of Treasury, 
Agriculture, and Commerce. Those from the Department of State and the 
Foreigu Service were 
Chairman: Samuel C. Waugh, Assistant Secretary for Economie Affairs. 

Vice chairman: Winthrop G, Brown, counselor, American Embassy, London. 
Advisers: 
Carl D. Corse, Chief, Commercial Policy staff, Office of Economic Defense 
and Trade Policy. 
Joseph A. Greenwald, economic officer, American consulate general, Geneva, 
Switzerland. 
Walter Hollis, assistant to the Legal Adviser. 
John M. Leddy, Director, Office of Economic Defense and Trade Policy. 
Bernard Norwood, international economist, Office ef Economic Defense and 
Trade Policy. 
Alexander Rosenson, Chief, Monetary Affairs staff, Office of Financial and 
Development Policy. 
Secretary of the delegation: Mason A. LaSalle, resident delegation to interna- 
tional organization, Geneva, Switzerland. 


25. Preparations currently being made, if any, for future sessions of the con- 
tracting parties to the General Agreement on Tariffs and Trade. 
Preparations for the ninth session in October 1954 are among the many factors 
under consideration in connection with the comprehensive review of United 
States foreign economic policy being undertaken by the executive branch in 
the general cotext of the report of the Commission on Foreign Economic Policy. 
Mr. Clarence Randall, as the President’s representative, is supervising the inter- 
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agency work. Samuel C. Waugh, Assistant Secretary of State for Economik 
Affairs, is primarily responsible within the Department of State for this Depart- 
ment’s participation in the work. 


LEGAL EFFECT OF PERMANENT ADVISORY COMMISSION ON UNITED STATES 


Senator Martone. Mr. Secretary, I don’t know that we cleared this 


up entirely. What legal effect will the new Permanent Advisory Com 
mission have on the United States? What legal effect? We did not 
sion it. We did hot approve it. But what etie t does it have ¢ 

Mr. Waven. Well, under the functions and powers of that organi- 
zation, all the Economic and Social Council may do is to initiate studies 

nie re ports on these and related matters and may make recommenda- 
tions. 

I don’t think it would have any legal effect as far as oul being bound 
[hat is my opinion, and I shouldn’t be expressing a legal opinion, be 
cause I am not practicing law. 

Senator Martone. I just wanted your opinion. It has no effect on 
you, if you have a choice. You have already test fied that you are 
op posed to it. 

Mr. Wauen. Yes, sir. 

Senator MAnoNr. What moral effect would it have? Here we have 
the United Nations set up, a new organization. What moral 
effect would it have on our actions in the United States of America ? 

Mr. Wauen. I don’t think it would have any moral effect whatsoever, 

r. I think it is our obligation to represent the administration and 
our American people, and we express that very clearly that we are 
opposed to it, and I don’t think it would have any moral effect what 
ever. 

Senator Martone. I point out to you, Mr. Secretary, that all these 
things seem to be cumulative. I would have been very pleased if it 
Was not necessary for our committee to go into the histo ry of these 
organizations. But starting in 1945—that is the first tangible evi- 
dence we have in the Office of the Secretary of the Treasury and 
the Office of the Secretary of State, that all these things start to- 
gether and run parallel. But successive resolutions by the United 
Nations have already been made a part of the record. And then we 
have the Paley report, and the Bell report, and the Gray report. They 
are all suecessive and cumulative. And finally they start referring 
to each other. 

In its recent report, the President’s Materials Policy Commission, 
the Paley Commission, volume I, page 87, says: 

The United States has not ratified the treaty, but under the resolution of the 
United Nations Economic and Social Council is bound with other nations to 
recognize chapter VI as a general guide. 

As a matter of fact, when the International Trade Organization was 
submitted to Congress, "C ongress refused to sanction it, ‘and were very 
plain spoken in committees, whether it was on the record or off; I am 
not prepared to say at the moment. 

Do you agree with the conclusion of the Paley Commission, Mr. 
Secretary ? 

Mr. Waven. I don’t agree with it. I don’t see that you are bound 
by it. I think it isa legal problem, but I don’t think you would be 
bound by it. 


39888—54—pt. 5—4 











46 STOCKPILING STRATEGIC AND CRITICAL MATERIALS 


Senator MaLone. You do not believe we are bound by it ? 

Mr. Wavuau. No, sir. 

Senator Matone. Either morally or legally ? 

Mr. Wavuau. No, sir. 

Senator Matonr. Now let me say to you, Mr. Secretary, that I con- 
side 1 you a great American, just the same as I do the members of 
this committee, and you are a member of an administration that in my 
humble judgment are doing the best they can. But we start quoting 
the reports after a certain length of time. 

[ had earlier in the hearings dug up a book they were using in West 
Point, teaching our young hopefuls, that later become lieutenants and 

aptains and majors and colonels and generals, the same general world 
trade policy that has been taught from the beginning, for the last 10 
rr 15 years, in the State Department and through the United Nations. 

I made a part of the record some of the things they were teaching. 

Well, then I asked in a letter if they were still teaching this material, 
and the commandant of West Point came back with a very informative 
letter and said “No,” they had changed over to teaching the Paley re- 
port. So that is used as a textbook now, according to the commandant. 

So what we do apparently is teach our young hopefuls the economics 
of the country by reading the books that these same people have 
written, which finally becomes authoritative, like a new word in the 
dictionary. 

Now, what do you believe would be the impact on United States 
accessibility of the critical materials that are necessary for our na- 
tional defense and for our economic growth if they go through with 
this cartel arrangement, including all the nations, apparently, that 
have these raw materials for sale, except us? And that is the crux 
of the matter that we are interested in. 

Mr. Waven. I think our overriding relations with these respective 
countries will predominate. This is a study group that will study 
problems, but I think our overriding relations with these friendly 
countries will be the governing factor. 

Senator Martone. Aren’t these friendly countries that proposed the 
resolution and passed it ? 

Mr. Waueu. Sometimes I wonder. 

Senator Martone. So do I, and you can put that on the record. 
Sometimes I wonder if they are friendly at all. Iam very much in- 
terested in what you said off the record, because I believe you. 

Just one more question in regard to this international cartel that 
can be formed under the resolution passed by that branch of the United 
Nations, to which our representative objected, and which he voted 
against: You do understand that they can form such an international 
cartel, do you not ? 

Mr. Waven. I don’t believe they can under this agreement. I don’t 
believe they have the authority to. I don’t think they can form a 
cartel under this agreement. 

Senator Matonr. Suppose they just follow through and form what 
they say they already have now under the resolution ; that is, an under- 
standing, whether you call it a cartel or what you call it, that the price 
will be so-and-so. And if we are unable to get these materials any- 
where else would it not be effective, regardless of our membership 
in it? 
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Mr. WAUGH. As I said before, J think we will have overrid ng au 
thority. 

Senator Matong. What would be your overriding authority except 
the availability of these materials elsewhere ? 

Mr. Wavaenu. Well, I think there are a number of things in foreign 
relations that we have developed. And that gets again into the politi- 
cal aspects, senator. 

Senator Marone. It really does, but you are up to your ears in 
You might just as well discuss it. 

Mr. Waueu. I don’t believe I should discuss it. I think that should 
be discussed with a political officer. 

Senator Martone. You undoubtedly have ideas. Any normal man 

would have. And suppose they go through with this resolution which 
they have already established and passed, and they are in control, 
speaking of all the nations, whether the sterling group has three- 
fourths of them or not. I think you W1 ill Say that all of the nations 
have three-fourths of the raw materials. And if they form a group, 
and we are de spe ndent on the pure hase of materials from these folks, 
wouldn’t they be in control of the situation ? 

Mr. Waven. Again I dislike very much talking on a political fac- 
tor, but I think that the military leadership of the free world and 
the dependence upon this country is a factor that cannot be discounted 
na matter of this kind. 

Senator Matone. Are we threatening to withdraw the military as- 
sistance to the free world if they form such an association ? 

Mr. Wavueu. Oh, no. 

Senator Matone. Then what do you mean by that ? 

Mr. Waven. You are basing some presumptions that make it very 
difficult for me to answer, because I can’t completely agree that the 
basic conclusions that you reach will ever be reached. 

Senator Matone. Well, can you agree with this conclusion that the 

airman has reached, and that is that the purpose of the resolution 
n the first place was to hold the price of these materials higher ? 

Mr. Waucu. No, I can’t, sir. 

Senator Matonr. What would be the purpose of it? 

Mr. Waven. I think it is more to get away from the dips and the 
mountains. I think they are more interested in a steady flow of 
material than they are in boosting up the price. 

Senator Martone. That gets into entitlements for consumption. 
Once you have your cartel, a solid organization, and are going to 
guarantee a profit able pric e for the production of these materials, with 
no dips or rises in that price, then it becomes necessary to allocate cer- 
tain materials. I read material here that indie: ated it, that nations 
for their development would be allocating materials. That is part of 
the deal, isn’t it ? 

Mr. Waveu. Senator, that is what we are doing on the sugar agree 
ment, 

Senator Martone. Yes, I thought it was in the sugar agreement. and 
it was passed by the Seni ite, and I think the same thing will happen 
as he appened on the wheat agreement. I think that will be a matter 
of history in another year. And you are entirely within your rights. 
Congress adopted the sugar agreement. If the y adopted the Inter- 
national Trade Organization, you would have had all these agreements 
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without this resolution. You would agree with that, would you not? 
Mr. Waveu. Of course, I think the present administration has gone 
on record that they are against international commodity agreements 
vel erally. 
Senator Matonr. The chairman of this committee 1s, anyway. That 
sone area of agreement with the administration. 


I have already read into the record the resolution by the United 
Nations, Inti suAdehial Price Relations, Economic Development of 
Underdeveloped Countries. It resolves that there shall be established 


an advisory commission to the Economic and Social Council to be 
known as the Permanent Advisory Commission on International 
Commodity Trade. The main task of the Commission shall be to 
examine measures designed to avoid excessive fluctuations in the prices 
and in the volume of trade in primary commodities including measures 

iming at the maintenance of a just and equitable relationship between 
the + prices of prima ry commodities and the prices of manufactured 
goods in international trade, to make recommendations: 

Any member of the United Nations not represented on the Commission may) 
bring to the Commission's attention any aspect affecting it and may take part 
in the Commission’s discussion of the problem. 

Then that means us. We can take part in the discussions, even 
tho ugh we voted against it? 

Mr. Waueu. Oh, yes. That is the rule in all of this. 

Senator Martone. And if we do that, then we are morally in the 
situation with them. 

Mr. Waucu. If we maintain our position and continue to vote “ 
L would say that we were not. 

Senator Martone. I have already read into the record the discussion 
of the matter of synthetics, or what may be used as substitutes or 
replacements for these natural materials. That was part of their 
work ? 

Mr. Wauanu. Yes, but that was just one man’s opinion. I don’t 
think it ever has been given any consideration to any great extent, 
Senator. I think that synthetics are just as natural : . development 
of business as the fact that the sun rises in the east and sets in the west. 

Senator Martone. Wouldn’t you say that that was an indication of 
what they would like to do under the agreement ? 

Mr. Waven. That was in 1945, if I remember correctly, and as I 
again say, I think we should use that for historical purposes only and 
not for the matter of trying to justify this. 

Senator Marone. It is rather recent history. The study on syn- 
thetics by the United Nations Secretariat is dated the 29th of May 1953. 
There is quite a little history in this business. 

Mr. Waueu. But that wasn’t the one where the diseussion took 
place with reference to synthetics. I think that was 2 or 3 years 
previous, wasn’t it? 

Senator Martone. Here it is. I will read it again 


No,” 


may serve as a basis for further discussion of the problem by the Beonomiec and 
Social Council, possibly leading to recommendations for international action, 
should it be considered such action is needed in this field. It may be noted that 
the question of the impact of synthetics on the consumption of natural products 
has been dealt with from time to time in various studies by the United Nations 
Secretariat and a broad field of aid to underdeveloped countries, and will be 


further examined in future reports 
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\nd this is May, almost June, of 1953. 

Mr. Waveu. I don’t take that to mean, Senator, that there is any 
bjection to the synthetics. I think they are studying the impact of 
synthetics on the market, the same w: Ly that the peo ple in Ireland and 
Scotland and England are studying the impact of the ayathetics of 

r country on their woolen eee at 

enator MALONE. And to work ou. W vays and means to prevent 
mpact. That is what the committees start with. 

It says here, and I will read this again in case you had not heard 

i understood it: 


M LV 12, 1954, report to the New York Times. Colombo. Ceylon: 


Representatives of natural rubber producing countries asked the United States 
g today to increase the price of synthet rubber. 
other words, 1t iea tO a rrangement that would prevent the 


mpact of the } yroduction ron syuithetia Salada on natural rubber prices 
n this ca 


Mr W sien In this particular instance, I think they asked for the 


rease 1n price In order to be able to compete in order that they 
1 , , ’ . 4 ‘ 1 if 
ould not have to ask for more aid. They are try gy” to pe sell 


ta ning and trying to get on their own Teet 
Senator Marone. In other words, you go to the bank and say, “You 
ve loaned me $10,000, and I am unable to pay it. he business has 
failed. I give you the market for my products. So that you ean sell 
wr products in this market, but I then won’t have to assess the tax- 
iyers more money to give you. 
Do you assume that you have to give them billions of dollars “or 
ur markets’? “Your money or your life?” 
Mr. Wat GH. No, I don’t ‘either one. 
Senator MaLtone. Your wording just now suggested hat. 
Mr. Wavuen. Then I didn’t create my right impression. 
Senator Mauone. Let’s have it again. 
Mr. Wauen. Allright. I will start over again. 
I tried to first say what those people were asking for and why they 
re asking for it 
Senator Matonr. Well, why is it? Why are they asking for it? 
Thatisa go od question. 
Mr. Waven.: I think they are asking for it to sustain life. 
Senator Matonr. In other words, to sustain a profitable market for 
the natural product and an artificial price for the synthetics that we 
might produce, or keep them off the market to the extent that they can 
make a profit in their own country. That is all I have asked you. Is 
that true? ’ 
Mr. Wavuau. I don’t think the wording oives the right connotation. 
Senator MALone. It is a little blunt, I will admit. But I can’t 
dodge this thing. What am I going to do, write a book in a recom- 
mendation here? 
Mr. Wavueu. I am certainly trying to be very frank on it. 
Senator Matonr. What do you think the objective is of all this 
arrangement to hold up the price of our synthetics ? 
Mr. Wavueu. I think their objective is so that they can sustain life. 
Senator Matoner. In other words, not put anything on the market, 
for example nylon against silk or titanium against a metal like 
columbium. 
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Mr. Waveu. They had thought that the Government, operating the 
synthetic plants, had subsidized the plants to the extent that it was 
unfair competition that made their markets so low that they couldn't 
live, and they thought if private industry would take over the plants— 
and with this I am not inclined to agree—it would cost more to operate 
the plants. . 

Senator Matone. That isn’t the history in private enterprise, is it‘ 

Mr. Waueu. That is why I mentioned it. 

Senator Matone. In other words, it is liable to get lower rather 
than higher ? 

Mr. Wavueun. This all involves a political problem of trying to keep 
an area 

Senator Martone. The State Department is in this political problem 
right up to its ears, every time you turn around. 

Mr. Wavuen. Not only the State Department, sir. 

Senator Martone. They are the spearhead of it. So, after all, you 
must understand it. 

Mr. Waven. I wouldn’t discount the position of the President of the 
United States of America in this picture. 

Senator Martone. Well, I wouldn’t, if I was in your position. But 
I am only asking you for your idea of why they would form this 
international cartel if it was not for the purpose of creating an 
artificial price for their own natural products. Why? Is there 
another reason ? 

Mr. Wavueu. I think to maintain a steady flow in the market; a 
steadier flow 

Senator Martone. And to maintain a price profitable to them re 
gardless of what we could produce the synthetics for here? My 
grandson wouldn’t hesitate in answering that. 

Mr. Waven. I didn’t know it was in the form of a question. Excuse 
me. I was not trying to evade. 

Senator Mivone. I said, to prevent our synthetics that might 
be substitutes or replacements for their products from selling at a price 
that. would prevent a profitable price being paid for the natural 
products that they produce. Isn’t that an objective of this resolution 
that they passed without our help? 

Mr. Waven. They didn’t pass any resolution at the rubber meeting. 

Senator Matonr. No, no. I am talking about this latest resolution 
that passed the United Nations, that has been the subject of our talk 
all morning. We didn’t join it, but suppose they controlled all of the 
products, and we had no synthetics. Let us suppose we had no syn- 
thetic rubber plants, had no synthetic plants for other products. We 
have synthetic mica now, and all the tests so far prove that it is even 
more efficient than the natural product under certain conditions. Now 
suppose we had none of that. Then their cartel or their arrangement, 
under this resolution, that we did not vote for, would be effective, 
wouldn’t it? 

Mr. Waven. I think perhaps I don’t understand the question to 
this extent. I don’t think this will produce a cartel. I think this 
is an agreement to study. 

Senator Matonr. What is the objective? 

Mr. Waven. I think the objective, as I say, is to maintain a flow 
of their product at a profitable price. 





1 
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Senator Martone. Now, here is a very enlightening piece of ma 
erial that we have already quoted from, but I want to just keep tl 

cord straight. 

SW henever governments adopt measures affecting the prices of pri- 
mary commodities.” “Governments” it says. If our vote had gone 
with them, we would be part of that. Our Government is out of that 

, but all others are in it and are part of it: 
overnments adopt measures affecting the prices of primary com 
they should duly consider the effect 
» of countries in the process of develop 
f primary commodities remain in an 
oods and other 
formation of 


Whenever g 
odities entering international trade, 
uch measures on the terms of trad 
ent, in order to ensure that the prices of 
idequate, just and equitable relation to the prices of capital 
anufactured articles so as to permit the more satisfact 
omestic savings in the countries in the process of development and to facilitate 
levels for the working population of these 
between their standards 





the establishment of just wage 
ountries with a view to reducing the existing disparity 
f living and those in the highly industrialized countries. 


here is a lot of language there. I could write it in about three 


nes, 
The United Nations didn’t see fit to do that. 
that paragraph means? 

Mr. Wauen. Well, I think that the paragraph refers to a broader 
picture, namely, that the United States of ag rica with our increase 

| population and our increase in productivity, is going to be exporting 
more and more of our agricultural and anes ictured products. 

Senator Matonr. Ata loss to the taxpayers ¢ Is that what it means? 

Mr. Waven. May I finish, first 

Senator Matone. Yes. 

Mr. Waven. And that these underdeveloped countries have tre 

endous potentials and purchasing powers and will be able to absorb 
roducts grown and manufactured in this coun- 


But what do you think 


ore and more of the ] 
y, and to that extent they feel it is worthy of study, plus the under 
factor of keeping countries of that caliber on the side of the 
itions of the free world. 
Senator Martone. Your off-the-record statement was very enlighten 
to me in that regard. But let me read this again and see if you 


ll have the same answer: 


Whenever governments adopt measures affecting the prices of primary com 
lities entering international trade, they should duly consider the effect of 
tries in the process of development, 


such measures on the terms of trade of coun 
order to ensure that the prices of primary commodities remain in an ade 
ite, just, and equitable relation to the prices of capital goods and other manu 
more satisfactory formation of domesti: 
in the process of development and to facilitate the es 
the working population of these countrie 

standards of living 


qui 
factured articles so as to permit the 


vings in the countries 
tablishment of just wage levels for 
vith a view to reducing the existing disparity between the 
and those in the highly industrialized countries. 

Now, I would condense that for you in about three lines. And that 


s that we should refrain from se ling anything in this country below 
what they can sell the natural product for in their country at a profit, 
so that they may sell their product to us, being the only market, unless 


we prev iously give the money to some other country that is going to 
buy it, so that they can profit by selling it to us. 


Isn’t that what it means? 
Mr. Waveu. Of course, Senator, I know that you realize that that 


is an oversimplification ; that they don’t sell only to us. 
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Senator Matonr. Well, give us the answer. 

Mr. Wauau. I have. 

Senator Matone. In other words, the manufacture of natural rub 
ber should be put up at a price regardless of what it costs here, so that 
we can buy the natural rubber at a price profitable to them, so they can 
buy some of our manufactured goods. Is that what your answer is? 

Mr. Wavueu. Just exactly the opposite. 

Senator Mavone. I am talking of our synthetic rubber pr ice. 

Mr. Waucu. I advocated just exactly the opposite and did not 
recommend the increase of 2 cents per pound on the synthetic. 

Senator Ma \LONE. I ore. think you meant that. I knew that. 


1 


But what else could your answer mean ¢ 

Mr. Wavueu. My answer is a little broader. 

Senator Maton It is too broad for me. And if you want to st und 
yn it, that will be the end of the interview. But I just don’t under 
tand it. 

Mr. Waueu. Well, I will stand on that, on that particular para- 
graph. 

Senator Manone. a at I think your answer means is that you are 
really for that setup, that we should have our synthetics produced so 
th at they can sell the; ir natural products to us at a profit, and therefore 
the division of wealth in this country will in some way help them. 

Mr. Waver. No. I don’t subseribe to that at all. 

Senator Martone. I am glad you don’t. 

Mr. ying Not a bit. Unqui ali fiedly. 

Senator M. . But that vhat you think they meant? 

Mr. Wauau. ‘No. I will try it again. 

Senator Martone. I wish you would. 

Mr. Wavueu. I think these underdeveloped countries 

Senator Martone. What are some of them? 

Is it the Malayan States and Indochina and Algeria and French 
West Africa, and South Africa, who dominate the United Nations? 

Mr. Wavueu. I will stay right on this hemisphere. I was thinking 
of Central and South America. 

Senator Martone. This takes in the whole world. 

Mr. Waveu. You asked me what I was thinking of in “under- 
developed countries.” I think of the underdeveloped countries which 
are in Latin America, Central and South America. 

Senator Matonr. That we should be concerned with ? 

Mr. Wavueu. Primarily, yes, because they are in this hemisphere. 

Senator Matonr. I am a Western Hemisphere man myself, And 
there is the national defense consideration. 

Mr. Wavueu. That is what I am coming to. 

The second is that as to the countries in southeast Asia, India, 
Pakistan, and the larger area, where there are 450 million people at 
the present time, I think the balance of industrial strength and the bal- 
ance of political strength are synonymous, and I think that the United 
States should be interested in the economic welfare of the under- 
developed countries to the extent that they will not fall under the 
domination of the Soviet regime. 

Senator Matonr. Whose domination do you think India is under 
now 

Mr. Waveu. I don’t think they are under either, sir. I think they 
are neutral, and I think they are hanging in the balance. And I say 
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that as a result of spending 2 weeks there last year, and having inter 
views with every top official in India, including Mr. Nehru. I think 
that is one of the most delicate es today, because I do think 
that India, and that particular area, may hold the balance of power. 

Senator Martone. If they do, God he ‘Ip us. 

Mr. WAUGH. If they shoul | vo C ommunist, and that should mear 
85 million people in Japan going Communist, then I repeat what you 
said. And ] would say also, “Amen, God help us.” 

Senator M ALONE. If you are de pe nding on Inc Li a, you can make up 
your mind now. We slamiaid the treaty with Japan and forced them 
intoit. Ithink you can count on them starting to trade with China and 
buying their raw materials from China and Manchuria and selling 
them, just like they always did. 

(Off the record discussion. ) 

Senator Matonr. Didn’t they stop the flow of monazite sands to us 
in peacetime not so ve r'y long ago? 

Mr. Wavuen. I am not fan niliar with the terms of that transaction. 

Senator Martone. I ean tell you the V cdi a. —e also refused to let 
airplanes fly over India not long ago; didn’t the 

Mr. Waucu. Yes, sir. 

senator M ALONE, H: ive you any ide: a that Vi could continue to get 
any part of that 900,000 tons annually, about half of our annual use in 
this country of manganese, hours after an all-out war starts? 

Mr. Waven. It is very difficult, on account of the transportation. 
You and I both know that. 

Senator Matonr. Then how would you get the manganese, even if 
you could iaaintain a transportation line, which no military strategist 
seemed prepared to say that we could? 

Mr. WavuGH. As I] say, I f0 back to my original po nt. l am not 

re that in a crisis they would remain neutral. 

Senator Matonr. Wouldn’t it be a good deal like Russia trying to 
| California with us trying to mine in India right under the 
Russian domination and influence ? 

Mr. Wavucru. I was not hee of the mining. 

Senator Matonr. Would it be very hard, in your opinion, for Russia 
to destroy anything in the warmaking « capacity of India in the first 
few hours of the conflict? We have to be a little practical in this 
thing, too. 

Mr. Wauacu. When you get into the nuclear field you lose me. 

Senator Martone. A lot of them are lost, I think. 

I must say, Mr. Secretary, that I am gratified, I am sure, at the 
way your testimony adds up. 

Mr. Wauen. Thank you. 

Senator Matonr. That you are opposing definitely these trick on 
ganizations that have for their purpose without a doubt, on sey face 
of them, a curtailment of the availability of materials to us except 
at a price, and any international control of commodities, whether 
through the United Nations or otherwise. And I do understand that 
you do oppose such arrangements. Is that right? 

Mr. Wauen. Yes, sir. 

Senator Matonr. Thank you very much, Mr. Secretary. 

I think we will resume our hearings at 2 o’clock 

(Whereupon, at 12:55 p. m., a recess was taken until 2 p. m., this 
same day.) 
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AFTERNOON SESSION 


‘The committee reconvened at 2 p. m., upon the expiration of the 


recess, 


STATEMENT OF BENJAMIN GRAHAM, PRESIDENT OF GRAHAM- 
NEWMAN CORP., NEW YORK, N. Y., ACCOMPANIED BY MRS. FLOR- 
ENCE DE HAAS DEMBITZ, ATTORNEY AT LAW, WASHINGTON, 


D. C. 


Senator Martone. The hearing will come to order. 

Now, Mr. Graham, we have your record, | suppose, but will you 
identify yourse! f for the record ? Do not spare the horses. Give us 
the whole background. 

Mr. Grauam. I was graduated from Columbia University in 1914. 
| immediately went down to Wall Street. I have been in finance ever 
since. 

I am president of Graham-Newman Corp., which is a registered 
nvestment company, with capital of about $6 million. 

[ am chairman of the board of Government Employees Insurance 
C'o. 

Senator Martone. Is that here in Washington ? 

Mr. Granam. Here in Washington. I am a large stockholder. 

Senator Martone. Mrs. Dembitz, will you identify yourself for the 
record. 

Mrs. Demeprrz. My name is Florence de Haas Dembitz. I am an 
attorney. 

Senator Matone. Will you identify yourself again for the benefit of 
the record ? 

Mrs. Demprrz. Mrs. Florence de Haas Dembitz. 

Senator Martone. You are an attorney in Washington, and accom- 
panying Mr. Graham ? 

Mrs. Demerrz.. Accompanying Mr. Graham. 

Senator Mavonr. Are you an attorney for the employees associa- 
tion ? 

Mrs. Demprrz. No, sir. 

Mr. Granam. I am a director of a number of corporations, Phila- 
delphia & Reading Coal & Iron, Western Pacific Railroad Co., Atlantic 
Gulf & West Indies Steamship Co. 

I have been a director of a mining company, the Mohawk Mining 
Co., which produced a good deal of copper in Michigan until the ore 
ran out. 

And I have been a director of a large number of other companies. 

I have also done a great deal of academic work since 1937, lectur- 
ing at a number of universities and other places, such as the New 
York Institute of Finance, the New York Stock Exchange Institute. 

Senator Martone. What is the New York Institute of Finance? 

Mr. Grawam. Successor to the New York Stock Exchange Institute 
which was originally operated by the New York Stock Exchange. 

Senator Matonr. It is independent now ? 

Mr. Gravam. Yes. 

Senator Matone. Tell us more about this insurance company in 
Washington. How does it operate? 

Mr. Granam. Yes, I shall be glad to sell you a policy, sir. 
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We confine our insurance exclusively to Government employees, 
college professors, and stockholders. We sell all types of automobile 
nsurance without salesmen and at a substantial savings to the 
nsured. 

We also have an affiliated life insurance company and an affiliated 
finance corporation which finances cars. 

I am on the executive committee and am a director in all three 

my anies. 

Senator Martone. What is your title at Columbia University ? 

Vir. GRAHAM. Adjunct } yrofessor of finance at the eraduate school 
of business. 

Senator Martone. What do they call an adjunct professor ? 

Mr. Granam. I am not actually a member of the faculty. I a 
a businessman, but in the case of people who are not on the faculty 

vive courses at Columbia, they as a matter of re ognitio! . I pre 
ime, have created the title of adjvune C pre fessor. 
Senator Martone. Have you written any books on the subject ? 
Mr. Granam. Yes. I have written in finance a very large boo! 
illed Security Analysis, by Graham and Dodd. 

I have written a smaller book called Interpret ation of Financia 
Statements, and another middle-size book called the Intelligent lh 
vestor, which has just been revised and will come out next week. 

Senator Matrone. That Interpretation of Financial Statements 
ought to be very interesting. All of them should be very interesting 

onnection with your testimony, if we could have copies for the 
committee. 

Mr. Grauam. Well, I shall be very happy to furnish them on the 

wal terms, whatever they are. 

Senator Martone. I do not know if the committee has any money 
to buy books. 

Mr. Granam. In that case, I shall be glad to present them to you 

sonally, Senator Malone. 

Senator Matonr. I know they are very interesting subjec ts. 

Mr. Granam. In addition to my work in finance, I have appeared 
in many Cases as an expert witness on valuation of securities. I think 
[ have appeared in more valuation cases than any other living per 
son, in many instances on behalf of Government bodies such as the 
United States Treasury, and also on behalf of corporations. 

Senator Matonr. That is a very interesting subject and one which, 
I am bound to confess, I have never had the time to study as much 
as I would like to study. 


STUDY OF STABILIZATION OF RAW MATERIAL PRICES 


Mr. Granam. Now, coming closer to your subject, Senator Malone, 
for the last 30 years and more I have been intensely interested in the 
stabilization of raw material prices. I devised an idea on that sub- 
ject originally in the depression of 1920-21. 

Senator Matong. Was this stabilization idea applied to the United 
States or a group of nations, or worldwide? 

Mr. Granam. It was originally developed entirely for the United 
States. It was incorporated in a book, that approach was incorpo 
rated in a book called Storage and Stability, published in 1937, of 
which I see you have a copy. 
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Then later on when inter in international measures, interna 
tional stabilization, deve oud at a rapid rate, I dealt with the subject 
again on an alternative basis. as an international project, 
called World Commodities and World Currency, published in 1944, 
of which you also have a peel 

I have no knowledge of ; hy conspir CV to draw the U nited States 
into international engagements in the field of raw materials against 
the will of Cor ogress, nor have I taken part in any activities of this 


na boo] 


type. 

: R nator Manone. In connection with the stabilization of world cur 
rencies, What do you col sider one of the principal factors that creates 
world stability, or what prevents stability of world currencies, the 
currencies of the various nations of the world? 

Mr. Grauam. I think there are two basic reasons which are major. 
One is the inability of many countries to balance their budgets 

Senator Martone. I guess we are not in a position to criticize that 
much, are we? 

Mr. Granam. Not too much; no. 

The other is the inst: ability in the prices of basic raw materials 
wit] 1 consequent inst: ability in general business conditions and in other 
prices and In the volume of production. 

Senator Matonr. Does your study of finance indicate to you that 
it is possible to stabilize the price of raw materials? 

Mr. Granam. I believe that it would be possible to do so on a com 
posite basis. 

Senator MaLtonr. What a you mean by composite basis ? 


Mr. Grauam. I think it is possible to stabilize the prices of raw 
materials generally within 3 narrow ore as measured by either an 
index number, if you wish to use that, or a market basket containing 


number of such oumincnbitien. 

Senator Maronr. An index number for each material ? 

Mr. Granam. No; an index number for a combination of a number 
of commodities. 

Senator Martone. Which ones would you combine in that peers 

Mr. Granam. I would say approximately 20 of the most im portant 
raw materials, both agricultural and industrial. 

Senator Martone. Could you name them, roughly ? 

Mr. Granam. I will give you examples. You would have wheat, 
corn, and cotton as typical agricultural materials; rubber as an inter- 
mediate material—aegric chew 11 and industrial; you would have petro- 
leum, lead, copper, zinc, tin, woodpulp as industrial raw materials 
‘J hose are examples. 

Senator Martone. That would be raw materials? 

Mr. Granam. These are raw materials only that I have been dealing 
with. 

Senator Maronr. Now, you are including what you consider to be 
the 20 leading materials? 

Mr. Granam. Yes. 

Senator Matonr. Would you submit to us a list for the benefit of the 
committee ? 


Ris istics a eatoroeat tan n 





Ri iticicec a teeta: 
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Mr. Granam. I have one here that might interest you. This was 


neluded in an article which I wrote recently, publ S ied In Wi rid 
magazine. 
Senator MALonr. Does that include the £ 
Mr. Granam. Yes; I think there are 20 there. Woodpulp is counted 


» 


Vice once as mechanical and once as chemical, 

Senator Matone. I think at this point in the record we might in 
lude the list of materials of How the Basket Would Be Valued, and 
the blo ked in statement under the title of “How the Commodity Re- 
serve Would Opperate.” 

I presume that is a résumé on the inside page ¢ 

Mr. Granam. Yes. 

Senator Maronr. Followed unmediately by the list, toget 


their values. 

This is based upon 1950? 

Mr. GRAHAM. Yes, 

I might say that the price level of 1950, as a whole, is not very dif 
ferent from that of 1953. 

Senator Matong. The main thing to know is what year you have 


assumed. 
Mr. GraHaM. Yes. 
Che information referred to is as follows:) 


How THE COMMODITY RESERVE WOULD OPERATE 


\ commodity unit, or “market basket,” would be established, consisting of a 
f basic storable materials, in quantities that reflect their relative im- 


re ( 
4 1} I 


portance to world production and trade. A price level would also be established, 
iround which the value of the composite unit would be stabilized. The table 
n page 50 shows a $1,000 unit which consists of 20 major commodities. Half of 
he quantities are based on world production, half on world trade, in 1950. The 
rice level given is also that of 1950, i. e., the stated quantities of all the com- 
onents, taken together, had an average market value of $1,000 in that year. 
An agency of the International Monetary Fund, such as an International Com- 
lity Corporation, would stand ready to acquire, at 95 percent of their base 
value, complete units whenever they were available. It would sell complete 
s whenever their combined quotations on the world markets rose above 105 
cent of the base. The units would be paid for by credits on the books of the 


I 


pel 
fund, 

These would add correspondingly to the “hard currency” resources of the cen- 
tral banks of the countries contributing unit components. (Private sellers would 

paid just as they are now paid for other exports.) When the commodity 
inits were sold out, the financial transactions would be reversed, and a cor- 
esponding reduction would be made both in the commodity assets and in the 
deposit liabilities of the fund 

Suitable provision would be made for economical storage of the commodity 
units, the costs to be met out of the 10-percent margin between the buying and 
elling points, and by other arrangements. Countries holding deposit credits 
with the fund would have the privilege of retaining equivalent values in com- 
plete units, as agents of the Corporation, or of taking over such units in « 
change for their money claims. The composition of the unit would be changed 
from time to time, in accordance with an agreed-on technique, to reflect changes 
in the relative importance of the commodities. 
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How the basket would be valued 


( - World World Quantity in | 1950 value of 
; production exports $1,000 unit component 
Thousands of | Thousands 
AGRICULTURA metric tons netric tons Kilograms 
Rice (milled 98, 100 4, 230 1, 278 $14 
W heat . iat 143, 100 16, GOL 2, 000 13 
Cor 130, 800 4, 250 1, 690 04 
Cotton (raw 5, 410 20, 800 102 81 
] raw $0, 400 &. 800 490 6. 
Wool (grea 1, 650 1, 240 36 
2, 190 1, 780 50 4 
Du 46, 100 2. 600 boy 
hu stura SY¥U) 1, 860 4s 
‘ 1 ielled 7, 000 S40 97 
Copra 2, 530 1, 490 50 
Ju 1. 460 1, 150 33 
470, 730 47, 940 6, 483 
INDUSTRIAI 
Crude petroleum... 486, 000 133, 350 7, 750 113 
Pig iron 113, 100 1,414 63 
W ood pulp (chemical 20, 400 4, 650 313 41 
Wood pulp (mechanical 11, 700 1, 020 159 Ls 
Copper 2, 270 1, 440 46 2 
Zink 2, 110 160 45 4 
Lead 1, 550 780 29 
ris 170 130 4 
Total 619, 300 141, 830 9, 760 284 
Grand total . 1, 090, 030 189, 770 16, 243 1, O 


Senator Matone. Now, of these commodity units of 20 material: 
our American basket would consist of a group of basic materials, that 
is, that do not deteriorate in storage materially / 

Mr. Grauam. That is right. 

Senator Matonr. Of course, some do deteriorate. 

Mr. Granam. They could be maintained indefinitely by proper 
rotation practices. Many of them would not have to be rotated at all. 

Senator MaLone (reading) : 

A commodity unit, or “market basket” would be established, consisting of a 
group of basic storable materials, in quantities that reflect their relative im- 
portance to world production and trade. A price level would also be established, 
around which the value of the composite unit would be stabilized. The table on 
page 50 shows a $1,000 unit which consists of 20 major commodities. 

Now, how would you fix the initial price or the index price and to 
what would it be subject in variation ¢ 

Mr. Granam. The price that would be fixed initially would be the 
price of a given physical market basket of the 20 commodities com- 
bined. 

There would be no fixing of any individual prices. 

As this table shows, if the specific suggestion were adopted, you 
would have a payment of $1,000 for a combination of 1,278 kilograms 
of rice all the way down to 4 kilograms of tin, but no specific prices 
would be paid for individual commodities. 

Senator Martone. But the total at all times would amount to the 
assumed index price of $1,000 for a certain amount ? 

Mr. Granam. A certain amount. That would be the central price. 

Senator Martone. Then the amount you would get for the $1,000 
would vary with a commodity index price? 
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Mr. Granam. No, it would not vary by an index of commodity 
prices, but you could provide for small changes gradually in the 
relative qué antities to reflect changes in the production and consumption 

pattern as the years go on. 

Senator Martone. Would that price be influenced by the value of 

mey, that is to say, inflation / 

Mr. Granam. The object of this is to counteract inflation to the 
extent possible. If you accumulate under conditions such as we have 
seen the last 2 years, a considerable amount of these commodity 

iits, it would 7 on be possib le to counteract inflation by sending out 
hese commodit ‘units into consump tion when there is a tendency for 

elastase 

Senator Martone. Could you offset a deliberate attempt, or the delib 
erate action of a government printing more of its money through 

icit financing, and that sort of thing ¢ 

Mr. Granam. No, there is no way which I can see under which 

echanism of this sort could spare the individual country from the 
etfects of bad financial policy. 

Senator MALtone. Even our own? 

Mr. Granam. Even our own. ‘This applies merely to the value of 

se commodity units. 


RELATION OF NATIONAL DEBT TO INFLATION 


Now, it is possible for the United States, in my opinion, to have a 
deficit of moderate size, moderate increase in its debt from year to yea) 
without necessarily incurring such inflation as to make this system 11 
operable, but that is a matter of opinion, sir. 

Senator Matonr. Would you say as a student of finance that we have 

bt now of moderate size ¢ 

Mr. Granam. The debt is extremely large today, but my own opin 

s that in relation to our overall economy it is of a manageable 
Senator Matone. You can manage that kind of debt and proceed 
with it with judgment and maintain it and pay it off finally ? 

Mr. Granam. I would not add that paying off is feasible, certainly 

ot to the extent of completely paying it off. 

I do not consider that paying off the debt is essential to the mainte- 
nance of, let us say, today’s price level. 

Senator Matone. Do you think that further inflation will be neces 
sary in order to pay the debt? 

Mr. Grauam. Well, that phrase is a little fuzzy in my mind. 

Senator Martone. You take the fuzz off it. That is why I am asking 
the question. 

Mr. GrauaAm. Normally, the inflation is the consequence of incur- 
ring more debt. 

Senator Martone. That is what we are doing. 

Mr. Grauam. Therefore, to speak of inflation to pay off debt sounds 
a little contradictory to me. 

Senator Matone. Of course, to me it is the same subject. A $15 
illion debt which we started off with in 1932, could be paid off in 1 

ir now, but we do not have a $15 billion debt ; we have a $275 billion 

bt with continual pressure from the inside to increase the debt limit. 

You know that. of course. 
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Mr. Grauam. Of course, I know that. 

Senator Matone. You are also looking at one of the men who helped 
stop it. Whether I am right or wrong remains to be seen, but that is 
my cony iction. 

Now, what do you think the present price of the dollar is in relation 
to 1934¢ 

Mr. Granam. In relation to 1934, I would say it is about 45 cents. 

Senator Matone. Do you think it is that high? They have changed 
2 or 5 commodity indexes to make it look oood, but you, of course 
know about that. There is no use my explaining it. 

Mr. Granam. I think our price level is about 100 percent above 
prewar, prewar being the 1936—40 average. 

Se nator Matone. 1940, that is right. That is when they changed it, 
und in 1945. 

Let us go back to 1934. Do we have a 35-cent dollar? 

Mr. Granam. I would not quarrel with that statement. I do not 
have the figures with me. 

Senator Martone. Could you furnish them for us? I think you 
have the ability to do it. 

Mr. Grauam. The relation of today’s price level to the average for 
1934? 

Senator Manone. Yes. Many believe we have about a 33- or 35-cent 
dollar. 

Mr. Grauam. That is certainly true, if you compare it with the 
dollar of pre-World War I, 1913. 

Senator Matonr. Well, let us start with 1934. They do make charts, 
do they not? It seems to me I have seen charts which show the con- 
tinual price of money and stability, relative stability, the dips and 
rises over the years, maybe for a hs lf centur y. 

(Data subseque sntly furnished is as follows:) 

The current cost of living works out at just about twice the 1934 average— 
“a 50-cent dollar.” The index of wholesale prices is now about 232 percent of 
1954 average—‘“a 43-cent dollar.” 

Mr. Grawam. Yes, I have seen charts which go back to 1750. 

Senator Marone. It takes in that 1907 dip that I experienced my- 

elf. If you areas old as I am, you remember that. 

Mr. GranaMm, I was only a boy then, but I remember it. 

Senator Matonr. Well, it is just the same as it is now. There is no 
difference in the de ‘pressions except the size of them, is there? 

Mr. GranaM. You are raising a very interesting and dificult ques- 
tion, Senator, as to whether there will or will not be a difference be- 
tween depressions from now on as compared with those that we have 
lived through in our lifetime. 

Senator Matonr. Now, we are a little bit off the subject, but it is 
very interesting to me because I am intensely interested in the manipu- 
lation of money values for trade advantage, and they all say for 
stability and the good of the taxpayers, but it gener ally ends up with 
the ti ixpayer be hind the eight ball. 

[ am very much interested in why many economists have been sell- 
ing to the country an idea that you will not have another depression. 
I am very frank about it, I do not try to disguise a depression as some- 
thing new to the people, they are all the same. 
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It seems to me - at complete stabilization, if it were possible for a 
dictator to do it, would be incompatible with the free economic 
system. 

‘ What do you think about that? 

Mr. Granam. I agree on that entirely. That is why the approach 
[ have always taken to the subject has been the stabilization of one 
key sector of the economy, not an endeavor to stabilize each indi- 

dual price at all. 

Senator Matonr. You have to have some safety valve to let the 

team out. do you not 6 
Mr. Granam. I do not know that I understand that phrase exactly 
1 this context. You mean steam to permit the price level as a whole 
to fluctuate or individual prices to fluctuate ? 

Senator Matonr, I am not much of a financial expert, but the safety 

ilve we used to have in business, such as in my engineering business, 

d I have been 30 years in priv: ite engineering, if I became indebted 
to 5 the bail beyond my earning power, the earning power of my firm, 
ind I owed considerab le money, there was a thing known as receiver- 
hip. It may have been abused at different times, but the theory was 

not so bad. 

Someone took it over and finally took over the business at a price 

it which they could make it pay. 

Is that not what it meant ? 

Mr. Granam. In many cases, yes. 

Senator Matong. Sometimes they stole a business or two maybe, 
but that was a matter of enforcement of the law, was it not, rather 

han the system? Do you not think so? 

Mr. Granam. You mean an unfair price? 

Senator Martone. Yes. 

Mr. Granam. Yes. 

Senator Matone. What I am getting at is that we have reached 
that point where we will not let anybody fail in business. We loan 

e railroads money, we loan the farmers money, and we buy the crops 
at a price so they will not fail. 

So when we do not let them fail, have we not closed the safet y valve? 

Mr. Granam. I agree with you on that point. 

Senator Matonge. When you close the safety valve, you know, some- 

mes somebody is going to be hurt. 

Mr. Granam. I imagine that would have to be the consequence, 
although I have not been able to picture it exactly. But I agree with 
you up to the point where I do not see how you can guarantee every 
business a profit. 

Senator Matone. This is the business we are in now, is it not? The 
Government has been in this business for over 20 years? 

Mr. Granam. I believe that overstates it a bit. 

Senator Matonr. How would you state it? 

Mr. Granam. I have been in a number of businesses that have not 
been making a profit. 

Senator Martone. The tendency is to spread the field of guaranties. 

Mr. Granam. I agree with that statement. 

Senator Martone. How far do you think that could go in a free 
economy ? 


39888—54—pt. 5 5 
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Mr. Granam. It is very difficult to say. 

I was reading a statement made by B. M. Baruch only a week or s 
ago in an address made on that subject. I rather agree with hi 
viewpoint there which was that while basically we must have a supply 
and de mand economy with the consequences of supply and demand, it 
is still not true that you could have a completely laissez faire economy 
so that all consequences of the open market would be suffered by the 
citizens of this country. 


GOVERNMENT INTERVENTION IN BUSINESS 


Senator Matone. They would be insured against loss / 

Mr. Granam. I believe there is room for some degree of mterven 
tion by the Government. 

The thing that I do not believe in at all is that the Government 
should interevene on behalf of weakly situated people with the result 
that they would be better off than the average person should be in a 
stronger position. 

Senator Matonr. As part of our economy ¢ 

Mr. Grawam. Yes. 

Senator Mavone. In other words, you finally get down to the point 
that somebody has to judge whom you are going to include in the 
fold? 

Mr. Granam. Unfortunately, that is so. 

Senator Martone. That has to be a human being and the human 
element has not been improved much in these last 2,000 years. 

Mr. Grauam. It might be a group of beings like the Congress. 

Senator Marong. I will not go along with you that that would im- 
prove the situation. Especially you take a Congressman who has 
been elected for the last 20 years, he is clear out of the business of the 
country and moves away from it. But, of course, there is a saying 
which I have used quite a few times, and that is that no one can 
talk quite so convincingly on a subject as someone entirely un 
hampered by the facts. 

Mr. Granam. I do not want to make a case for Government inter 
vention. All my thinking and all my writing has been slanted in the 
opposite direction, but at the same time I do not want to say that I am 
unalterably opposed to any kind of Government intervention. That 
would not be true. 

Senator Matonr. Well, if we get away from saving the railroads, 
saving business, the railroads run just as well under receivership as 
they run any other way, do they not? 

Mr. Granam. Broadly speaking; yes. 

Senator Maronr. Finally, if you let the railroad alone, it will come 
out of the receivership at a point where the freight can start to move 
at a freight rate where it can be done at. a profit. 

Mr. Granam. That has been the experience in the railroad of which 
I am a director, the Western Pacific Railroad, which goes through 
your State. 

Senator Martone. I remember we loaned them $75 million. Has 
that been paid back? 

Mr. Granam. Yes, the RFC came out pretty well. 
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Senator Mavone. Did it get all of it back? 

Mr. Granam. I think substantially all. 

Senator Martone. The last I heard was that they did not get much 
of it. But we will let that drop. 

Mr. GraHam. However, that was the effect of bankruptcy. 

Senator Mavone. That was not bankrupted at all. We saved 
from bankruptcy by giving them $75 million. 

Now, Doctor, as I take it, these materials you have named, these 20, 
and it might include more or less, whatever seems to be the logical 
thing, following 1 your line of thinking that is an international stabil- 
ization that you have in mind, is it not? 

Mr. Grauam. In this presentation, yes, an international basis. 

Senator Matone. Would you have a similar situation where there 
would be a national control, that could simultaneously operate ? 

Mr. Granag. It would not be part of this arrangement. 

Senator Matone. Not a part of it? 

Mr. Granam. It is conceivable that it could be done parallel to 
this. 

Senator Martone. Have you advocated a national policy of that 
kind ¢ ¢ 

Mr. Granam. I have advocated a national policy in my first book on 
the subject. My present thinking is that on the whole you would get 
better results through a soundly operated international plan. 

(Summarization of the multiple commodity reserve plan by direc- 
tion of the chairman is placed in the record at this point.) 


COMMITTEE FOR ECONOMIC STABILITY, NEw York, N. Y. 


Organized: To further economic stability, through research and education, 
d, as a first step to that end, to advocate a multiple commodity reserve, as an 
djunct and supplement to our gold and silver redemption fund, thus: (1) 


Kstablishing a store of basic, essential commodities that might be availed of in 
e period of scarcity; (2) effecting a long-needed separation between the 
! ems of bank management and the control of monetary and credit volume; 


setting up an automatic, impersonal, and effective mechanism for the pre 
ention of inflation and deflation and their multifarious evil consequences, and; 
{) providing our economy with a stable unit of value and a sound dollar, with 
solid backing, limited issue, and a substantially constant purchasing power 


SUMMARIZATION OF THE MULTIPLE COMMODITY RESERVE PLAN? 


THE GENERAL PLAN 


Provide a monetary base of essential, storable, raw commodities in common 
use, against which currency would be issued, by which it would be secured, and 
in which it would be redeemable, thus according exactly the same monetary 
treatment to a composite group of specified commodities as was formerly ac 
corded to the single commodity, gold. 


DETAILS 


“Commodity units’ would be set up by law. These would consist of a com- 
posite of, say, 25 or more basic, storable, raw commodities. The relative amounts 
of the several commodities in the composite group would be determined by their 
relative importance in commerce. The size of a commodity unit would be such 
as to make it convenient for purposes of deposit and redemption. The fraction 
of a commodity unit that would be equivalent to a dollar would be fixed at the 
time of the enactment of the plan by the Congress, in compliance with the con- 
stitutional provision authorizing the Congress to regulate the value of money 
(art. 1, sec. 8, clause 5), and might be determined by the average of the market 


See footnte on p. 64. 
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prices of the group of commodities composing the unit over a period of years, say 
1921-40. These are matters of not very difficult statistical calculation. ' 

The Treasury would issue legal tender currency against the deposit of ware 
house receipts such as are currently dealt in on our commodity exchanges, con 
stituting one or more complete commodity units, or, per contra, the Treasury 
would surrender such warehouse receipts in exchange for an equivalent amount 
of currency, just as formerly anyone could deposit or withdraw gold in exchange 
for currency. So, under this plan, anyone could make such deposits or with 
drawals of commodity units or of currency at any time. 

Thus the dollar would in effect be a “commodity unit certificate” having all 
the desirable characteristics of a gold certificate and gold-secured money—solid 
backing, redeemability, limitation of issue—plus certain important qualities now 
lacking in our money. 

There would be suitable provisions: (a) For periodic but infrequent changes 
u the composition of the commodity units, in accordance with shifts in the rela 
tive commercial importance of the various commodities comprising the unit; (b) 
for methods of defraying the expense of storage: (c) for substitution, under 
stated conditions, of “futures” contracts for the actual warehouse receipts; and 
(d), possibly, for the inclusion of substantial components of gold and silver in 
the commodity units, or the redemption of the certificates in commodities units 
or gold or silver, at the option of the holder. These and other matters of detail, 
which do not affect the fundamental principles involved, will, no doubt, be the 
subject of official studies when the plan is considered by the Congress.’ 


OPERATION 


Let us now consider the plan in operation and try to visualize how it would 
function in practice, and what would be the results : 

If, from whatever cause, the aggregate market price of the group of commodi 
ties composing the commodity units should begin to fall below their total mint- 
ing (reserve) value, anyone could buy those commodities on the exchanges, de- 
liver to the Treasury a group of warehouse receipts covering the appropriate 
amount of each of the commodities, and take out their equivalent in currency 
This would have the effect of supporting the market price of the reserve com 
modities, taken as a group, and, since it would increase the supply of money, 
would tend to support the general level of prices. 

If, on the other hand, the aggregate market price of the group of commodities 
composing the commodity units should, for any reason, begin to rise above their 
total redemption value, anyone could withdraw commodity units from the 
Treasury at the fixed currency value and sell the commodities on the market. 
The currency thus redeemed would be retired and destroyed. This would have 
the effect of lowering the prices of these specific commodities, and, since it would 
reduce the supply of money, would tend to prevent a rise in the general price 
level, 

The limits of fluctuation of the aggregate market price of the group of com- 
modities in the unit would be narrow, depending upon what (if any) “seignior- 
age” charge was adopted and the commission and other costs of withdrawing 
and selling units or of assembling them for deposit in the reserve—all together 
probably not exceeding 1 or 2 percent. The reasons impelling exchanges of 
commodity units for currency, or vice versa, would be the same as formerly led 
to deposits of gold in the Reserve banks or the Treasury or to its withdrawal 
therefrom. 


RESULTS 


The proponents of this plan believe that it would: 

(a) Stabilize within narrow limits the average price of the group of commod- 
ities composing the commodity unit. 

(b) Provide our economy with a “sound” (that is, a solidly backed) dollar of 
substantially constant purchasing power—thus preventing the far-reaching and 
serious political and social consequences of monetary inflation and deflation. 

(c) Promote equity as between debtors and creditors, employers and employees, 
and the parties to all contracts involving the two elements of time and money. 


1The reader is referred, for a fuller discussion, to the book, Storage and Stability, listed 
in the attached bibliography The committee has a limited number of loan copies that it 
is glad to send to interested readers, on request. Also, it is planned, shortly, to set up 
special committees to study various details of implementation. Volunteers are called for. 
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(di) Assist in stabilizing business and economic conditions generally, as more 

ly developed below. 

e) Offer a superior alternative to public works expenditures and other such 
means of providing employment in times of depression 

(f) Goa long way toward eliminating the paradox of “poverty in the midst of 
plenty’ in that it would prevent general surpluses of raw materials from demoral- 
izing the price structure and intensifying depressions. It would remove two de 
pression-accelerating factors: Destruction of the purchasing power of primary 
producers (farmers especially) and reduction of the volume of bank credit conse- 
quent upon the falling value of collateral of all sorts—the “vicious spiral.” 

' (g) Create a reserve store of primary commodities which might be of vital 

importance in some great emergency such as drought, pestilence, or war, and, for 
the reasons given in the following paragraph, would greatly facilitate the read- 
ustment of our economy to a peacetime basis after the current phase of war 
c<penditure has passed. 

h) Tend to raise the scale of living, since it would promote production at 
maximum levels of consumption, with maximum employment, and would facilitate 
the adjustments necessitated by technological progress. Unemployment, labor, 
ind business disturbances, insofar as they are caused by instability in the level of 
prices of basic commodities, would be prevented. Since there would be an un 
limited market, at the fixed (minting) price, for the composite of commodities in 
the unit, a large sector of the economy would be sustained, or even stimulated, in 
any incipient depression, just as gold mining is now stimulated under similar 
circumstances. 

(i) Cheek inflationary booms by the withdrawal from the reserve of important 
raw materials, and the consequent redemption and cancelation of the equivalent 
currency. 

(j) Operate to protect the banking system and the price structure as a whole 
against extreme deflations and inflations of bank credit, which have been such 
powerful factors in price-level gyrations and in resulting banking difficulties dur- 
ing recent decades. 

(k) Improve facilities for foreign trade and finance because the payment to us, 
in tangible goods, of sums due us on foreign debts, or for our exports, need not 
depress our markets but could be added to our store of usable commodities. There 
could be no competitive depreciation of exchange since the dollar value of foreign 
currencies would be automatically correlated with the foreign currency price of 
the composite of commodities in the unit. 


COMMENT 


‘his plan does not involve the fixing of the prices of individual commodities, 
which would be left entirely free to fluctuate with changing demand and supply. 
What would be fixed, directly and within narrow limits, is the aggregate price of 
the commodities in the unit, but the relationship between the prices of the indi- 
vidual commodities would be as free to vary as it ever has been. Indirectly, the 
level of the prices of all commodities would be substantially stabilized, since 
the play of competition would prevent any large discrepancy between the differ- 
ent classes of commodities. 

The plan is automatic, impersonal, nonpolitical, and self-controlling, involving 
no use of an index number, no curtailment of production or regimentation of any 
sort, no modification of banking or market procedures, no vesting of discretionary 
powers in anyone for managing the currency or regulating prices or production or 
consumption. 

Many economists feel that the plan would relieve our bankers and banking 
authorities of responsibility for the purchasing power of the dollar, enabling 
them to concentrate on the problems of qualitative (rather than quantitative) 
credit and on other purely banking matters. 

While it is not a panacea, the friends of this plan believe it would facilitate the 
solution of serious problems that are now presented by the fluctuating dollar. 

To those who have not given this plan careful and objective study, it may 
seem that the claims of its adherents as to its beneficient results are exaggerated, 
but the committee welcomes concrete criticisms of its analysis of the effects 
of the plan, as above presented. 

The committee also welcomes offers of assistance—moral, intellectual, finan- 
cial—from anyone who has an interest in its objectives. 
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PERTINENT QUOTATIONS 


David Ricardo (1816): The introduction of the precious metals for the pur- 
pose of money may with truth be considered one of the most important steps 
toward the improvement of commerce and the arts of civilized life; but it is not 
less true that, with the advancement of knowledge and science, we (may) 
discover that it would be another improvement to banish them again from the 
employment to which, during a less enlightened period, they had been so advan- 
tageously applied. 

Herbert Hoover (1925): What we all want from this economic system is 
greater stability, that men may be secure in their employment and thei 
business. 

Owen D. Young (1929): * * * when any sudden change affects the pur- 
chasing power of money, it touches every kind of moral question and every kind 
of obligation. 

Lord Stamp (1928): * * * the problem of the price level is the most important 
single problem of our age * * * it is the most litterly practical of all questions 
* * * the first necessity of thinking today on social questions. 

Lionel D. Edie (1931): Central banks should aim at so regulating reserves 
of the banking system that the outstanding credit built upon those reserves wil 
expand at the same rate as the long-term growth of production. 

Franklin D. Roosevelt: 

March 4, 1933: * * * there must be provision for an adequate but sound 
currency. 

July 3, 19383: Let me be frank in saying that the United States seeks the 
kind of dollar which a generation hence will have the same purchasing power 
and debt-paying power as the dollar value we hope to attain in the near future. 

King George V (1933): It cannot be beyond the power of man so to use 
the vast resources of the world as to ensure the material progress of civilization. 

Henry Ford (1936): What we need is some financial engineers. 

Simeon Strunsky (1936) : We know that depression is the enemy of democracy. 

Paul Kinzig (1936) : The admission of the principle that non-perishable staple 
commodities can be included in currency reserves to a limited extent would 
go a long way toward solving the world’s monetary problems and also the 
present problem of surplus stocks. 

Alvin Johnson (1937): We are all fairly agreed as to the qualities we wish 
to see realized in our standard money. We want it to be as nearly as possible 
stable in value. We want this stability to be maintained by impersonal forces 
Mr. Graham's invention (the multiple commodity reserve plan) is designed 
to meet both requirements. The invention is of such startling simplicity that 
everyone who examines it must feel that he once had the idea himself. 

Henry A. Wallace (1937): From the standpoint of the national interest, the 
consuming interest, and the agricultural interest, the increased stability of 
supply and price that would come with the ever-normal granary is essential. 

Board of Governors of the Federal Reserve System (1939): The Board of 
Governors is in complete sympathy with the desire to prevent booms and 
depressions, and has always considered it its duty to do what it could to heip 
accomplish these results. 

Benjamin H. Beckhart (1940): There is general agreement among monetary 
theorists that the objectives of monetary policy should include a reduction of 
eyclical amplitudes and a furthering of continuous maximum production at mini- 
mum real cost. 

W. Randolph Burgess (1940): * * * confidence in our money is the basis of 
our system of free enterprise. 

Malcolm A. Muir (1940): Mismanagement of credit and money * * * is a 
principal factor leading to the danger of the destruction of the system of private 
enterprise, 
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Senator Matonr. You would let the national one go? 

Mr. Granam. I do not think the national one would be necessary, 
but it need not be ruled out. 

[I might add that another formulation of this plan suggests that 
several separate national operations be used simultaneously with more 
wr less the same result. 

Senator Maronr. You mean several separate national plans? 

Mr. Granam. That is right. 

Senator Martone. Taking in separate commodities, separate groups ? 

Mr. Granam. Either separate groups of commodities, or separate 
weights in quantity. 

Senator Martone. But as a group? 

Mr. Granam. In each case as a group. 

Senator Matone. I just wanted to distinguish and separate what we 
are now discussing. 

Now, let us get on to the international. I would not like to take your 
time and the time of the committee, as long as you both must return 
today, in going too much into national control, but when we send you a 
copy of your testimony you understand you can add to it for com- 
pleteness, or correct any statement you m: ry have inadvertently made 
off the cuff. We are not trying to catch anybody i ina hole. We want 
to learn and to be sure we have the whole picture. 
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But could you then include your idea of national control of separat 
groups or weights as a se pars ate plan? 

Mr. Granam. Alternative plan, sir? 

Senator Martone. In your own way, whatever you propose, but | 
presume they would be separate from the international plan, would 
they not? 

Mr. Grauam. Yes; they would not be necessarily connected with any 
single international plan. 

Senator Martone. I would be particularly interested in how you 
would correlate the different standards of living all over the world. 
That is to say, a few cents a day are paid in India, in parts of Africa, 
maybe half of the world works for a few cents a day in wages, and we 
will say from 50 cents a day up to $3.50 a day in practically every 
nation except Canada. 

What factors would be used to correlate.this whole international 
control ? 

Mr. Grauam. Senator, I would like to make a brief statement on the 
subject. I do not conceive of this as an international control operation 
at all. It is an international coinage operation, pure and simple. 

Senator Martone. How do you identify it as coinage? 

Mr. Granam. It is coinage because the operation of this plan is 
identical with the operation of the gold or silver standard in its 
mechanics. The only difference is that instead of stabilizing the value 
of a single commodity such as gold and silver and issuing money 
against it and canceling money agi rainst delivery of the gold and silver, 
exactly the same ope ration is done with respect to the market baskets 
of basic commodities taken as a whole. 

There are no controls over production or consumption or on the 
individual prices of the commodities. 


OPERATION OF MEDIUM OF EXCHANGE UNDER STABILIZATION PLAN 


Senator Martone. The index price or the index number representing 
these commodities then would really represent the value of money ? 

Mr. Granam. That is correct, sir. 

Senator Martone. How would you have your medium of exchange 
operate ¢ 

Mr. Granam. The medium of exchange would be precisely the same 
as it is now, which is preferably paper dollars in all parts of the world. 

Senator Martone. You would not have any silver dollars at all? 

Mr. Granam. I have no objection whatever to silver dollars. I am 
rather fond of them, Senator. 

Senator Matonr. Would you like to have a few $20 gold pieces? 
They feel awfully nice in a pocket. I have not had that experience 
for some time. They carry with them a feeling of security. 

Mr. Grauam. I agree that a gold piece is a more impressive thing 
to have in your hand than a $20 bill. 

Senator Matonr. There may be a reason for that. I wonder if the 
reason is that you can take a little lump of gold, whether it has any 
nation stamped on it, or not, or a little lump of silver, and trade it for 
something to eat regardless of its stamp, whereas paper, if it is not 
stamped, is a little hard to exchange. 

Mr. Granam. I will not quarrel with that, s 


= epi 


aan ak Field 


Lathe 


ree 





STOCKPILING STRATEGIC AND CRITICAL MATERIALS 69 


Senator Matone. For a couple thousand years about half the na- 
tions have used gold, and about half of them have used silver. There 
is a sort of confidence in them, is there not ? 

Mr. GRAHAM. It is obvious, Senator, that a piece of gold, or a piece 
of silver is prima facie preferable to a mere piece of paper. 

Senator Martone. The only reason for that is because it is pretty 
hard to carry a bushel of corn in your pocket, or a gallon of milk and 
trade it for something. 

Mr. Granam. That is the point I want to make, that if your pieces 
of pi per were Wi arehouse receipts for bushels of corn or for pounds of 
copper, lead, or zinc, they would have the same basic function as the 
old gold certificate, which re presented a gold piece deposited against 
them. 

Senator MALONE. They are representative as long as the people 
behind them can make good. 

Who is going to be behind this coinage ? 

Mr. Granam, It was always physically possible to exchange gold 
certificates for gold, because there was gold equal to the amount of 
gold certific ates. The diffic ulty, as you know, was to exchange the 
other kinds of paper money for gold. 

Senator MALong. It is not possible now to exchange gold certificates 
for gold today ? 

Mr. GranuaM. I said it was physically possible, but it is not 
permitted. 

Senator MALone. It is not physic: ally possible now. 

Mr. Granam. I do not think it is oat possible to own gold 
certificates. 

Senator Martone. I say it it not physically possible. 

Mr. GranaM. In that sense, yes. 

Senator Martone. I had an enlightening experience in China. I 
was practically in every city in China, in 1948. In Peking we found 
that great northern general at night, without lights in the car. 

In Shanghai before I went up there the State Department officials 
were explaining to me why Chiang Kai-shek was suc 7 a terrible man. 

Of course, I was not too much impressed by it, but I did not know 
too much about it, either. I was just listening. 

Finally I said, “Tell me one of the terrible things he has done.” 

He said, “He called in all the gold and silver and jewe ee and every- 
thing and issued paper money. Now the paper money is not worth as 
much. You have to have a sense of humor around here to get along.” 

I said, “Well, he had a precedent for that, did he not?” 

Well, that settled that business. 

Is it not true that about the first thing any ruler does that wants 
to get control of the people really without shooting or imprisoning 
them is to get control of the thing that they have been using for money 
for a long time? 

[ know you have studied the history of money. Is that not about 
what he does? 

Mr. Granam. I think once a ruler has established himself as the 
sovereign power 

Senator Mavone. Then he can bring it in and revalue it at a higher 
value and make himself some money. 
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Mr. Granam. Well, in most cases I am afraid that thing was don 
to meet the expenses of the State. 

Senator Matone. You are familiar, of course, with the manipula 
tion of foreign currency for trade advantage, the multiple values for 
the money, such as the pound and peso and all the rest, for certain 
purposes ¢ 

Mr. Granam. I am familiar in a general way. I have not had o 
casion to operate in foreign exchanges. 

Senator Martone. The only operation I had in foreign exchange 
was in the Army in Europe. I visited all the European nations i 
1947 and the Asiatic nations in 1948, but in studying the record, for 
example, in Chili, a very friendly country to us ordinarily, there were 
7 values for the peso. One was when an American company was buy 
ing pesos to pay their help, at 19.73 pesos to the dollar. 

The banking rate was about 150 to the dollar. The street rate was 
about 160. 

Every special transaction had a value for the currency. But the 
main objective was that America could not win. 

Now, I asked this question a while ago for a purpose, as to how you 
would bring the nations into line and prevent that manipulation of 
currency and the manipulation of evade permits, exchange permits, 
quotas, and all that sort of thing. 

Mr. Granam. May I say that this program relates solely to the es 
tablishment of a dollar value in the international market for the mar- 
ket basket of commodities. 

That is this unit, which you have seen before you, would be worth 
a $1,000 more or less in the markets of the world where these com- 
modities are traded. 

Senator Martone. That would be in England, Belgium, Chili, and 
in America. 

Mr. Granam. If you take their world markets, yes, and where you 
have an established single exchange rate between a foreign country 
and ours, they would have a fixed value in terms of those commodities. 

Senator Martone. The same value. 

Suppose you were unable to control the value of their money and 
they could establish a new value for a certain purpose, then your sug- 
gestions would have to be abandoned, would they not? 

Mr. Grauam. I do not agree with that. 

Senator Maronr. I am asking for information. 

Mr. Granam. If you take England as an example, it will simply 
go to the position of Chili, n: umely, that internally England would 
have a curre ney value and perhaps a price level which is quite indefi- 
nite. 

But the international value of the commodity basket. in terms of 
dollars would still remain. England would be the loser by that, in 
my opinion. 

Senator Matone. You mean through her manipulation of values she 
could not figure any kind of manipul: ition to make a different value 
of this basket in her nation? 

Mr. Granam. In her own nation, yes. We could not expect to 
control, and no one should try to control the internal price level of 
other countries. 

Senator Martone. Now, they control 45, 50, 55 nations, or entities 
with their sterling bloc, about half the world, do they not? 
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Mr. Granam. There is a large sterling bloc. The degree of control 
over their internal price level is a matter of argument. 

Senator MALONE. I do not want to argue about it. The facts are 
there and they do control it through preferential rates. They can 

iy a pound of wool at entirely different prices in Australia, than you 
an in the United States, and it is through preferential rates. 

Mr. Grauam. You are correct in saying that the internal price 

vel of England is under the control of England, and would remain in 
the control of England. 

senator MALONE. The entire sterling bloc. 

Mr. Granam. Presumably the sterling bloe would remain under the 
control of countries in the sterling bloc whether you had this plan, 

did not have it. 

Senator Matone. Could that not prevent the plan from working ?¢ 

Mr. Grauam. I do not think so except that it would be similar to 
the question whether the reestablishment of the gold standard of 
the United States could be said to be of no value internationally, 
because other countries, most other countries, were not on a gold 
standard basis. 

Senator Matonr. Gold seems to be recognized wherever it is offered 
for payment, is it not? There was something about Russia paying 
for some things in gold in England, in European countries? 

Mr. Granam. Yes, sir. That is partly due to the fact that we buy 
any quantity of gold that is available at $35 an ounce, I believe. 

But there is in addition independent value of the gold undoubtedly. 

Senator Matonr. Would you suggest that we do not have any 
tixed value on gold at all? 

Mr. Granam. I make no suggestion about that at all, sir. I have 
never made any proposals with respect to any change in the gold 
situation, 

Senator Martone. Take this manipulation in South America on 
this peso, how would you bring Chile into line if she could profit by 
this very thing she is doing? 

Mr. Granam. I think you are asking about a matter which is not 
related to this plan, but is related to our present difficulties with 
Chile, if we have difficulties. 

Senator Martone. If they could profit by a different evaluation, then 
they certainly in their present frame of mind would fix it. 

Mr. Granam. My point is that what Chile does with her peso will 
always be a matter independent of the working of a fixed international 
value for money. 

Senator Matone. The currencies of the world now are independent, 
but what we are doing is making trade agreements with them under 
their present setup in each case and they then change it, create a new 
value for currency in a certain field and defeat the objective of the 
trade agreement. 

Assume a trade agreement is right when you make it; it is defeated 
almost immediately. 

Mr. Grauam. I know if you have certain types of currency manipu- 
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} lation, certain types of discrimination and so forth, the objective of a 
; trade agreement would not be realized. 

4 Senator Martone. Are you aware of what Mexico has done in the last 
>  38or4months in the manipulation of their currency ? 


Mr. Granam. Mexico has devalued the peso. 
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Senator Matonr. We devalued the dollar, but we did not do it by 
order. We kept printing it until it was worthless. 

Then we adjusted the wages to keep up with it. Their people are 
complaining about the wages, because they lowered them by lowering 
the value of the peso. 

All we are doing is fooling each other. 

Now, I should like to know how you are going to make this thing 
work unless you control each country’s money. 

Mr. Grauam. I would like to present the idea in slightly different 
form. 

Senator Martone. All right. 

Mr. Grauam. The object of this idea is to establish a world market 
value for a group of basic commodities. 

Senator Matonr. Who is going to guarantee that price? Who is 
going to stabilize this thing? Sometime you have to come home. 

Mr. Granam. May I finish the sentence and come to your question ? 

The important thing is that this group of commodities should have 
a stable value similar to the values which have been established for 
gold and silver here. 

Senator Martone. Well, you see, we are the only one that pays it. 
Would that be the way with commodities? 

Mr. Grauam. These commodities will be commodities of continuous 
use and consumption, and stable values established for them will be 
useful to the business of the world. 

Now, when you ask what the effect is of vagaries and errors com- 
mitted by other countries— 
Senator Martone. These are not errors; they do it for advantage. 

Mr. Granam. Or efforts by them to take advantage of the situation, 
the international situation, my answer is that it will be easier to estab- 
lish the type of international stability, currency convertibility, and 
other desirable international relationships, once you have established 
a fair value for raw materials to begin with, than it would be without 
it. You have to begin somewhere. 

I think that establishing a stable value for raw materials is a very 
big beginning for the objective that you have, Senator, and that I 
have, a more honest world situation in trade. 

Senator Martone. If you got them all to agree to it and live up to it. 

Mr. Grauam. It would be easier for them to live up to fair dealing 
with stable commodities than it would be with unstable ones. 

Senator Matonr. Somehow there is a missing link. Either I do 
not understand it, or I have not caught the connection as to how it is 
going to benefit the Malayan States, for example, in the stabilization 
of the price of tin. How would it? 

Mr. Granam. Tin is one of these 20 commodities which have been 
subject to wide fluctuations in prices, not only in recent years, but 
in many years. 

Senator Matone. Certainly England, which controls the Malayan 
States, produces no tin. , 

If you are talking about helping England by stabilizing the price 
of tin, I can see that, but I cannot see how you are helping the 
Malayan States under the present situation because they do not own 
the tin they produce. 

Mr. Granam. I could not make a statement about that that is 
worthwhile, as to what extent the natives of Malaya benefit from a 
stable price of tin as against an unstable price 
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Senator Matonr. Have you been to Malaya? 

Mr. Grauam. I have not been there. 

Senator Martone. I have been there. If you can see how they have 
benefited by anything for 2,000 years, it 1s a mystery. 

Mr. Granam. Tin re presents seven-tenths of 1 percent of the total 
value of this component in terms of 1950 prices. 

Senator Matone. If you coin this money, is this money going to be 
put out by the United Nations or a world organization ? 

Mr. Grauam. The specific eine im that I have suggested is that 
the money will be in the form of deposits with the International 
Monetary Fund of a type similar to our present capital interest in the 
International Monetary Fund. 

Senator Matonr. Who would put the money in? 

Mr. GraHam. The deposits would be created by the act of purchase 
of these commodity units. They would own the commodities and 
that would be their assets. 

Senator Matonge. How would they get possession of the commodi- 
ties. 

Mr. Granam. They would purchase them in the open market. 

Senator Matonr. With what? 

Mr. Granam. They would buy them with credits deposited to the 
credit of those nations which supplied them with the commodities. 

Let us assume that $1 million worth of these commodities was 
bought at the suggested 95 percent. 

My program, as you may know, is that the price is not fixed at 100 
percent, but may fluctuate from 95 to 105 percent. 

Senator Martone. Of this group? 

Mr. Granam. Yes. 

Senator Martone. Tin might go up 50 percent, wheat might go down 
50 percent, but it adds up? 

Granam. It would add up somewhere between 95 and 105 
percent of the middle value. When the value tends down to the 95 
percent lower limit, the monetary fund would acquire these units by 
purchase in the open market and pay for them by creating credits 
to the countries who supply component parts of the units. 

Senator Martone. Let us say, then, that Belgium or England put 
in $1 million worth of tin, how would you pay England? 

Mr. GranamM. England would have a credit of $1 million on the 
books of the International Monetary Fund. 

Senator Martone. Just a credit? 

Mr. Granam. That is right. 

Senator Matone. How would you pay their help? You have to 
have more than credit. You have to give them money. 

Mr. GrawaM. That $1 million credit becomes an asset of the Central 
Bank of England. 

Senator Martone. What could they do with it? 

Mr. Granam. In turn, it is offset by a deposit with either the Cen- 
tral Bank or the member banks in England to the benefit of the pro- 
ducers, to the credit of the producers of tin. 

So that the tin producers would have a bank balance of $1 million 
to show for their $1 million of tin which would be identical with the 
bank balance which they would get if they sold any other $1 million 
of tin in the open m: irket of the world. 
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Senator Martone. I still lose you, or you lose me, in this credit busi 
ness as to what they use for money to pay their help while they are 

atching up with this credit. 

Mr. Grauam. The “y use exactly the same money, sir, as they used 
in connection with the production and sale of any other kind of tin. 
They use bank money, or paper money, if you wish. 

Senator Martone. Let us get closer home. It may be that might 
be an answer to our surplus corn, wheat, and butter. We sell this 
Central Bank all the surplus wheat, corn, and butter. At what price 
would we sell it? 

Mr. GranaM, My suggestion on that score is that we would be in 
a position of transferring possibly $2 billion or $3 billion worth of 
complete commodity units to the International Monetary Fund and 
receive the equivalent in money of $2 billion to $3 billion. 

Senator Martone. Let us take that price. Here we are paying a 
certain price for wheat. The world price is a certain price. What 
would we get? World price, or our gro 

Mr. Granam. | am sorry to tell you, sir, that the best we could ever 
hope to get on the transaction would be the world price. 

Senator Martone. Are you not talking about one economic world 
where somebody makes up the difference between the wage standard 
of living here and in the other countries until we all live considerably 
alike, kind of average the thing? 

Mr. GranamM. I doubt if that is so, sir. 

Senator Matone. I would like to have you explain it. 

Mr. Granam. Regardless of any differences in the standard of liv- 
ing, you have always had world prices for these commodities. They 
have been higher, or they have been lower, but in the world markets 
they have been identifiable and calculable, and those are the prices I am 
dealing with. 

Take the price of wheat, for example. The price of wheat with 
which we would have to deal here would be the world price of wheat, 
which, as it happens now, is controlled somewhat by the international] 
agreement which you do not like, and I do not like. 

Senator Matone. And it is not working. 

Mr. Granam. Because there is too much wheat around. 

Be that as it may, I have always been an opponent of international 
commodity agreements. I do not believe it is feasible, and satisfac- 
tory, to endeavor to control the price of an individual commodity. 

Senator Matone. You are in the finance business. I have just been 
an engineer working for organizations, first as an engineer, and then 
as consultant as the % years went by and in private business of my own, 
but you can make pretty nearly any business work if somebody picks 
up the check at the end of the month, or the year ? 

Mr. Granam. Yes. 

Senator Matone. So as long as we pick it up, which we have been 
doing now ever since I have been in the Senate, and for some years 
previous to that, I guess pretty nearly anybody's scheme would work. 
Laniel’s scheme will work as long as we give him $100 million every 
time he comes over. 

[ had a 3-hour talk with him in 1947. I asked who was going to 
finance it. He said, “You are.” 

He won. 
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Is that your idea, that we sort of pick up the check and make it work? 

Mr. Granam. U p to now we have had five different ways of financ- 
ng other countries in my lifetime, all giving away money with noth- 
ing in return. 

Senator Matong. What are those? 

Mr. GranHam. Westarted with the war debts in World War L. Then 
we made large loans to foreign countries in the 1920s. 

Senator Matonr. Who made those? 

Mr. Granam. They were made mainly by private investors. 

Senator Martone. Then they sold the stock to our taxpayers, and it 
all came out of the same pot. 

Mr. Granam. Many of those loans were defaulted. 

Senator MALONE. The Vy were defaulted, but the »y were paid for by 
our taxpayers. That is where they got the money. 

Mr. Grawam. I would say that that loss fell mainly on investors, 
the people who bought the 8 percent bonds. 

Senator Martone. They are the ordinary taxpayers. 

Now, I have a lot of friends in Wall Street and I am for them. 
They are smarter than I am because they had a way of taking it off 
the top. When they sold the securities they got their percentage. 
Is that not right ¢ 

Mr. Granam. Yes. 

Senator Matonr. When they sold the bonds or the securities to 
the American taxpayers that was merely a medium of transferring 
the money abroad, was that not it, and they got a little percentage for 
doing that. 

Mr. Granam. Yes. 

Senator Matone. And they could go to the nightclubs and the 
theater and visit the ranch on weekends and everything was won- 
derful, except the taxpayers picked up the check in the matter of 
buying the securities ahead of time and they were led to believe they 
would get interest and their money back. Is that not right ? 

Mr. GrawaM. Yes, but I would change the word to “investors” 
rather than “taxpayers,” just for clarity. 

Senator Martone. Who are the investors? They are the taxpayers, 
are they not ? 

Mr. GrawaM. They are the taxpayers, but the taxpayers are not 
necessarily investors. 

Senator Martone. If you are a taxpayer and you are successful, 
you are an investor. 

So the taxpayers are buying these securities, the two terms are 
practically synonymous in the long run. 

The reason I lump them together is because the sy sold the securities 
through a private bank and ‘took their percentage. The banks did 
not lose any money, did they ? 

Mr. Granam. Not typically ; no, sir. 

Senator Matonr. They did not lose any money unless they them- 
selves bought some of the bonds. 

In other words, like the prospector that started the rumor that there 
was a big discovery and everybody left town but him. ‘Two days later 
he said, “Maybe there is something to that. 

Now, the point is that a fellow said one time it does not matter 
how you get it away from the little people, whether it is as a taxpayer, 
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securities buyer, or some other way, he still pays it. I think some 
body put it this way: Whether you stand up in the stirrups or sit 
down in the saddle, the weight is still on the horse. Is that about 
right ? 

Mr. Grauam. Correct. 

Senator Matonr. Then what are we talking about? We are talk 
ing about the taxpayers of America stabilizing this deal. Somebody 
has to be buying this money. 

Mr. Granam. Could I finish my thought, sir? 

We also made lend-lease advances during World War IT. 

Senator Martone. That was against my jud ent, too. 

That is one thing that made me so aed t just accumulated and 
I finally ran for the Senate. 

Mr. Granam. That fourth thing we did was to make available to 
foreign nations American dollars through our contribution to the 
International Monetary Fund. 

The fifth thing we did was to export a good deal of commodities 
against a large amount of gold which we received. That, of course, 
was undoubtedly far superior to the other types of settlement which 
were not settlements at all. 

I call your attention to the fact that there was a time in the 1930's 
when the percentage of gold we held was so large that there was some 
uneasiness on our part as to the ultimate status of gold. 

Senator Martone. Who was worrying then about ‘the status of gold? 

Mr. Granam. I would say there was a fairly general worry about 
it among students of the subject. Of course, W orld War II ch: anged 
the picture completely in that regard. 

Senator Martone. What changed it? 

Mr. Granam. World War Il changed that picture completely in 
that regard because in view of the very large expenditures in World 
War IT a rather considerable redistribution of gold was effected which 
improved the situation. 

Senator Martone. The occupation that we have had ever since World 
War II, the distribution of United States wealth throughout the 
world? 

Mr. Granam. Yes. 

Could I finish my thought on this, because I feel it is an important 
matter, to think of this plan in relation to the previous ways which 
we have followed of dealing with the problems of other countries. 
This plan provides solely that if we do pay out any money in con- 
nection with it, we receive for it physical, tangible commodities which 
are usable and important for us not only in peace, but particularly 
in war, which will be under our control at all times, and which will 
be in proper balance. 

Senator Marone. In other words, we get crude petroleum, wood- 
pulp, zine, lead, barley, peanuts, wheat, corn—we would be buying 
more of this stuff instead of trying to sell it? 

Mr. Granam. Yes. 

Now, that brings up the second point, sir. This problem we have 
of selling our surpluses is entirely a commercial problem. It is not 
a basic economic problem. 

aon Matone. We created that ourselves, did we not? 

Mr. Granam. Well, my point about it is that the surplus in and 
of itself is not a problem. Let me call your attention to the fact 





SCO 


raathion 


Pe ee ee 


ii a AS 











5 slam ENN 


Fontes 


A 3 


{oa An, 


—— 


STOCKPILING STRATEGIC AND CRITICAL MATERIALS id 


that our chief source of wealth in this country is our resources under- 
vround—outside of the values in our people. 
~ Senator Martone. What do you mean by our resources 4 

Mr. GrawaM. Resources underground are the fertility of our soil, 
our coal, and our metal. That is our chief economic resource. 

Senator Matonr. How do you realize on this resource / 

Mr. Granam. Now, this is the interesting point. You realize on 
it by handling them in a sound businesslike way through producing 
and consuming. If you overproduce and are faced with the problem 
of having to sell in the open market where the buyers are not present, 
vour verv abundance of resources creates an economic problem of the 
kind you must have seen in 1932 and 1933. 

Senator Martone. You are talking now about this stuff that comes 
from underground, like the metals? You are talking about the wheat 
and corn and so on 4 

Did we not create our own problem in corn by establishing a guar- 
anteed profit, like we did in potatoes a few years ago ‘ 

Mr. Granam. I agree that we have compounded that problem 
through that policy which I have not approved of, but I do not 
think it is fair to say that the problems of wheat or overproduction 
of wheat or copper, for that matter, in our experience—— 

Senator Martone. In copper we do not have an overproduction. 

Mr. GranaM. I say overproduction of copper in my experience. 
It has not been due entirely to mistakes in Government. policies. 
We have had a situation under which effective demand fell short 
of supply. 

Senator Martone. The effective demand has fallen short in wheat 
and corn. Is that the problem ? 

Mr. Granam. No; my belief is that wheat and corn are relatively 
overproduced. 

Senator Matone. We have three crops each in storage. 

Mr. Grauam. In relation to our commodity structure generally, 
wheat and corn are overproduced. 

[ do not believe their price should be supported in the way it has 
been supported. 

sut that is a separate question, sir. 

Senator Martone. That is your national business? 

Mr. Granam. That is national. 

Senator Matonr. You are going to give us that in your setup? 

Mr. Granam. Yes. It is an entirely separate question from the 
question whether it is sound policy to promote balanced prodnction 
of commodities generally with free prices to reflect relative supply 
and demand conditions and, at the same time, to impound surpluses, 
overall surpluses. ‘ 

Senator Matonr. How do you control supply and demand and still 
have free enterprise and free economy? 

Mr. Granam. Sir, my last sentence was that you preserve the 
working of supply and demand by permitting the individual prices 
to fluctuate, as you remarked before. 

Senator Matone. But only that 5 percent. 

Mr Granam. No, sir; that is the overall price that fluctuates 5 
to 10 percent, but the price of an individual commodity can fluctuate 
much more widely if it is individually overproduced, which is the 
thing which should bring it in check. 
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Senator Martone. I would like to have you tell me who is going 
to pick up the guaranty and backing behind this new currency. 

Mr. Granam. The backing behind the currenc y, sir, are the physical 
commodities which are actually there and held in the same way as 
gold has been the backing behind our gold certificates. 

The thing that the United States would be called upon to do if 
it were a party to this program would be to recognize the validity 
of international moneys backed by these physical commodities and 
accept it as money the same way as they would accept gold. 

Senator Matonr. That would be new money ? 

Mr. Granam. Yes. 

Senator Matonr. Coined by whom? 

Mr. Granam. It would be coined through the operation of the 
International Monetary Fund, or any other similar agency set up for 
the purpose. 

Senator Matonr. Who would control the International Monetary 
Fund, the United Nations? 

Mr. Granam. No; that is a separate organization set up by a sepa 
rate charter. I do not consider it under the control of the United 
Nations. 

Senator Matong. Who would control this? 

Mr. Granam. You will recall, sir, there is a coinage operation that 
would be carried on under specific instructions and mechanics, which 
are not subject to discretionary change by anyone. 

Senator Matone. What that would entail would be a modification 
of our Constitution, article I, section 8, where it says that Congress 
shall coin money and fix the value thereof. 

Mr. Granam. No, sir; because there was no proposal here that any 
money should appear in the United States. 

Senator Matong. You would have to accept the money for the 
commodities ¢ 

Mr. Granam. You simply accept the deposits just as you are now 
accepting deposits as a result of any other type of international 
transaction, 

Senator Matonr. But that is in terms of dollars we accept it. 

Mr. Granam. That is right. These would be dollars, too. 

Senator Martone. In terms of dollars? 

Mr. Granam. Yes, sir. 

Senator Martone. It would be international money not connected 
with any nation at all, but the sterling bloc would take it in terms of 
pounds ¢ 

Mr. Granam. No. Their interest as a depositor at the Interna- 
tional Monetary Fund would be expressed in terms of dollars, because 
that, as you know, is the unit of account of the International Mone- 
tary Fund, but they could convert it into pounds as they please. 

Senator Marone. And at any rate of exchange which they want? 

Mr. Granam. Which they now do. 

Senator Marone. Still giving them the advantage of the manipu- 
lation of currency. 

Mr. Grauam. There is nothing we can do, in my opinion, or should 
try to do, to control the internal affairs of other countries. 

Senator Martone. I am trying to point out unless you did control 
it, I do not see how it could work. Somebody would have to control 
the exchange. 
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Mr. Granam. Well, that must be a mane of opinion. I have 

tudied that a long while, sir, over 30 years. I do not admit that the 

(fective working of this thing requires us to control the internal af- 
fairs of any other country or any other country to control our internal 
affairs. 

Senator Martone. As far as I can understand it, and I have stayed 
on this subject a little more than I intended to, and I hope you will 

larify it to the best of your ability for the committee in editing your 
ste ittement, it does entail a new kind of currence y entirely put out by 

‘ Monetary Fund or some central agency that would be created ? 

“i Granam. That is correct, sir, in this form. 

Senator Matonr. And when you sold commodities to the Inter- 
national Exchange you would get this money in return, and we would 
control our dollars, the sterling bloc would control the value of the 
pound, which means the Bank of England; France would control the 

ilue of the franc; Chile would control the value of their peso, just 
is the Vv do tod: LY, and business would go on on that basis. 

Mr. Granam. The only difference is this, that a great many people 
we working in the direction of convertibility of exchanges. 

Senator Matonr. They only do that when we furnish the money. 

Mr. Granam, I think that most responsible peop le recognize that 
as a desirable objective. 

Senator Martone. It is not desirable enough to put up $5 billion. 

Mr. Granam. I am not recommending that. On the contrary, what 
[ want to say is that without putting up any additional money, this 
type of operation might contribute very greatly to the attainment of 
onvertibility which is something that not only is good for us, but 
[ am convinced is good for most other countries. 

Senator Martone. I have just one more question, and then you 
larify all this to the best of your ability when it comes back. 

How can you hope to establish anything of that nature without 
some central control over the amount of money that each nation might 
print or issue of its own currency ? 

The amount, of course, in the long run, I think you will agree, 
controls the value to a certain extent. 

Mr. Granam. Yes. sir. 

Senator Martone. The reason we have a 35-cent dollar now—and I 
hope you will compute what we really have in c ro ison with 1934— 
s because we just have about three times more of it, or more, 

Mr. Granam. Maybe more than that. 

Senator Matone. At least it is probably not relative, it is prob- 
ably not in accordance with the direct amount. 

But the more of it there is, the less its value? 

Mr. Granam. In a general way. 

Senator Matonr. Then we raise the wages to conform. The rea 
son a plumber gets $35 a day, in some places, or whatever it is, instead 
of eight or ten a day in 1934, is because it will purchase just that much 
less, and in general, whether we admit it or not, wages are fixed on what 
a man has to eat and wear to be decent in public and to send the kids 
to school. 

Mr. Granam. You have described the working of inflation quite 
well, but I think you should add there has been an under lying tendency 
for the real standard of living to increase in this c ountry. 
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Senator Matone. There is no question of that, on account of i 
ventions, on account of laboratory experiments, and on account of 
natural progress. But it has nothing to do with the destruction of 
values deliberately through inflation. 

Mr. Granam. I agree. 

Senator Martone. Inflation does not raise the standard of living 
because the only:raising of living standards is through experiments 
in laboratories that make a man produce more. 

Mr. Granam. I am a great opponent of inflation. I am inclined 
to agree with your statement very strongly, even though some words 
may be questionable. 

Senator Matonr. We were sold a bill of goods and I do not think 
it was hard to sell us. The saleman’s name was Lord Keynes. He 
told the President the more we owed, the more wealthy we were and, 
therefore, we started to issue more bonds and spend more money and 
give more away. 

Now, the two of them agreed that was the fact. Now we owe $275 
billion and they are both ‘dead. We pay about $7 billion a year in- 
terest which is more than twice as much as it cost to run the Govern- 
ment when one took charge of ours. 

Is that about right? 

Mr. Granam. I think the statement about the relationship between 
our present interest charge and the budget in 1932 is correct. 

Senator Matone. I think so approximately, at least the principal 
is right. 

Now, Dr. Knorr and yourself, Mr. Graham, have worked together 
quite a bit in some of these matters? 


Mr. Grawam. No, that is not correct. I think I should have made 


a statement on the matter of my relationship to this program. 

As you were advised. the committee of experts Was ap pointed pur 
suant to resolution. 

Senator Martone. Who were those experts ? 

Mr. Granam. I believe I can state the five names. The chairman 
was Dr. Goudriaan of Holland. 

There was Mr. Francisco Garcia Olano of Argentina. 

Mr. Sumitro Djojhadikusumo, of Indonesia. 

Mr. Carter, of Great Britain. 

And Dr. Knorr, who, T understand, was nominated by the State 
Department of the United States. 

Senator Martone. Could one of you furnish the background of these 
men?’ ‘They are some very strange names to me, and I am sure would 
be to the committee. Give us the bac kground of their experience in 
connection with other organizations. 

Mr. Granam. Dr. Knorr, are you capable of doing th: ~ 2 

Mr. Knorr. I donot know that I can forall of them. Ido not know 
them well enough. I never knew them until I met them in New York. 
They were all appointed by the Secretary-General of the United 
Nations. 

Senator Maronr. Did you know who they were? 

Mr. Knorr. I think so. My guess is that most of them were actu: ally 
appointed at the suggestion of the Government of the country from 
which they came. 

Senator Matonr. Could you secure their records from the United 
Nations? 
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Mr. Knorr. I could not, no. I am not a member of the United 
Nations. I do not have access to the records. I know of some pe ople, 
| remember what they told me in the course of luncheon conversations. 

Senator Maronr. Are not their reputations and their records a 
matter of record up there in some place? You sat down and worked 
with them. Would you not be able to secure that for us? 

Mr. Knorr. No, I have no access to the records of the United 
Nations. Iam not a member of the United Nations. 

Senator Matone. You are a member of a very important commit- 
tee there. 

Mr. Knorr. Still I am not a member of the United Nations. I have 
no right there. They could throw me out if I walked in the place. 

Senator Martone. Mr. Graham, what was your relationship then 
with this re port re ndered by thee xperts ¢ 

Mr. Granam. Dr. Goudriaan, who was the chairman, happened to 
have ideas on the subject of the commodity reserve plan which was 
‘losely similar to mine and was published at about the same time, 
namely, 1932, 1933, and 1934. I have been in correspondence with him 
and I have met him once, I believe, when he was in this country. 

Senator Martone. In South Africa? 

Mr. GraHam. No; at that time it was in Holland. He had been the 
head of the Dutch railway system in Holland. Then later he moved 
on to the university in South Africa. 

Senator Matong. These were the experts? 

Mr. GRAHAM. — »y were the experts. I know only Dr. Goudriaan. 
I be lie ve I met, or might have met, Mr. Knorr once at Stanford Uni- 
versity a hansiuane ago. 

Actually, I should say that my plan had been made the subject of 
a rather extensive study by the Food Research Institute of Stanford 
University. 

Senator Maronr. You were at Stanford ? 

Mr. Granam. I was there only for consultation. I am not a Stan- 
ford man. 

Senator Matonr. What year was that? 

Mr. GrawaM. That, I imagine, would be about 1949. Let me give 
you a word or two about that. 

Stanford University had always been opposed, the Food Research 
Institute had always been opposed, in principle to international com- 
modity agreements. 

Senator Martone. You are not in favor of them? 

Mr. Granam. I am not in favor of them either. That is how this 
connection was established. 

Joseph Davis particularly, who had been head of the American 
Economic Association, was a strong critic of that. He later became 
the economic consultant to the Randall C a 

Senator Martone. They have dropped their Randall report now, I 
cuess, except for asking extension of authority to retain congressional 
responsibility to regulate foreign trade. 

Mr. Knorr. For 1 year. 

Mr. Granam. I am trying to identify for you Joseph Davis, his type 
of thinking, which has been strongly opposed to international com- 
modity agreements. He had shown rather considerable interest in my 
idea, in a general way, because it proposed to replace price fixing of 
individual commodities by a broader approach. 
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Senator Matone. You are not in favor of price fixing? 

Mr. Granam. I propose to replace it by what I consider a better 
idea. 

Senator Martone. Was he in favor of price fixing for individual— 

Mr. GRAHAM. No: he is not. That is why he has a degree ot SV 
pathy for my view. , 

Senator Martone. The Food Research Institute of Stanford Un 
versity has made some study of commodity agreements ? 

Mr. Granam. They have made a number of such studies. I believ: 
early all of them were critical on balance of the idea. 

Senator Matone. You say those agreements bear strong resemblanc« 
to cartels. | 

Mr. Granam. That is correct, sir. That has been their view and it 
has been my view. 

Just to finish my thought, it was because of the sympathy that Mr. 
Davis and Mr. Bennett, I believe, had to my approach which did not 
involve price fixing that they undertook to make this elaborate study 
of my proposal. 

I should say for the record that a substantial part, if not all, o 
the cost of that was furnished by myself as a contribution to Stan 
ford University. 

Senator Maronr. When you review your testimony will you give 
us the full names and titles of these men you are mentioning / 

(The data mentioned was subsequently furnished and is placed in 
the record at this point by direction of the chairman.) 

Joseph S. Davis: He is emeritus professor of economic research at Stanford 
University. He is also economic consultant to the Randall Commission. 

Prof. Merrill K. Bennett: He is executive director of the Food Research Insti- 
tute of Stanford University. 

Mr. Granam. Yes. There is a book that is referred to, I believe, 
in the report, which was published by Food Research Institute, a 
critique, a study of my proposal. It was in connection with that that 
I met Dr. Knorr, I believe only once. 

If I am not mistaken, Dr. Knorr did not take an active part in 
this study. 

Mr. Knorr. That is right. I had left at that time. 

Mr. Granam. He was engaged in other work at that time. But I 
did meet with him. That was the only other connection I had with 
any of the members of the committee. 

Senator Martone. You did not really consult with him at all, then 

Mr. Grauam. I did not consult with them. They consulted with 
me because later on when attention was being given to Dr. Goudriaan’s 
proposal, which is the subject of a large cha apter in their report, they 
felt they would like to get my views on the same subject, since I had 
some reputation in that. field. They asked me merely to appear 
and I did for one session with oe at which I talked the thing over 

Mr. Knorr. Mr. Chairman, I can bear that out. I think Mr. 
Graham has absolutely no veapieuiniliie for this report whatsoever. 
It was only when the chairman of this committee got interested in this 
commodity basket scheme that it naturally occurred to us we would 
like to consult Mr. Graham on his own views on the subject before 
we wrote our report that he came into the picture. 

He has no responsibility for the report whatsoever. 
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What you see in the preface is a courtesy on our part in acknowledg- 
» that we consulted him and a number of other people. 

Senator MALONE. Then this committee has been created by the reso- 
tion, the Argentine resolution, as modified. 

Do you believe that that approaches—they call it 
rices, or a sort of cartel arrangement ? 

Mr. Granam. No, sir: I have never thought of these resolutions 
These resolutions are very similiar, to my mind, 


stabilization of 


that sense at all. 


to the one under which your subcommittee is functioning. 


[t proposes a study of the quest ion. 

Senator Martone. The trouble appears to be that those studies al 
vays result in costing us money. 

Mr. Granam. Well, I do not know whether in this particular 
field-——— 

Senator Martone. It is another step toward our stabilizing some 
body else’s currency and giving them money to buy commodities. 

Mr. Granam. I think, Senator, there has been more criticism of the 
lack of action in these studies than there has been of action, whether 
gvood or bad. 

Senator Martone. Where do you think all this movement comes 
from? You are familiar with the International Trade Organiza- 
tion proposal, are you not? 

Mr. Granam. Yes, indeed. 

Senator Matone. Do you believe in that. 


Mr. Granam. I did not study that in great detail. 
Senator Maton. They wrote a book of several hundred pages, but 


one sentence is enough, and that is if Congress had approved it there 
would be a number of United Nations’ members, whether it is 50, 
55, or 60, that would meet at least once a year and probably many 
times and would estimate the production of the world and the con- 
sumption of the world and divide it on the basis of entitlement for con- 
sumption, something that no one understands. 

In other words, they would be in entire control of the world pro- 

duction and consumption and divide it among the nations not in 

proportion to the energy they put in, where Americans probably put 
in more than the rest “of the world combined because they work 18 
hours a day, most of them, but they would divide it on an entirely 
different basis. 

That is what the International Trade Organization proposed to 
do, roughly. 

Then when we decided here not to take that, or, at least, we did 
not take it, the International Materiels Conference came along, fi- 
nanced surreptitiously vecause the Appropriations Committee almost 
ordered them not to take the money from the only obvious source, so 
they found it in another source and financed it. That, of course, is 
covered in part 4 of our hearings. 

You can take it and study it. 

[ would like to have your comments if you would like to make 
any comments to the committee. 

Now, we come up through the cellar door with this resolution which 
wovld not have been necessary if we had accepted either one of the 
others. 

What we are trying to do is to see where all this push is coming 
from. It is like a coach in the spring when he divides up his players. 
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When the line is giving away all the time, he has to find the person 
who is giving the energy on the other side. He has to take him out 
and put him on the opposite side. 

Mr. Granam. I think the force behind both the first resolution 
which resulted in the creation of a committee of experts and the late: 
resolution which is creating the permanent commission, is a very 
simple one, namely, a very strong feeling throughout the world, in 
cluding many parts of America, that the instability of raw material 
prices is a bad thing and that it is desirable and even necessary to 
do something about it. 

You may recall in the report of the Capehart committee, whic! 
went to Latin America, point 8 of that report suggested that mor 
serious consideration be given by the United States to the problem 
of instability of raw material prices. 

In my opinion, for what it is worth, these actions recently reflect 
a very natural desire on the part of countries th: at have suffered a 
great deal from instability to remedy the situation if it is at all 
possible. 

Senator Martone. Then you think it is mostly coming from outside 
the United States, this pressure to do that? 

Mr. Granam. I am convinced of that, sir. 

Senator Martone. Now, do you know about the Interim Coordinat 
ing Committee for International Commodity arrangements 4 

Mr. Granam. I know that one. 

Senator Martone. No human being can remember the names of all 
these committees, and then they start using the initials. That has 
been operating continuously since 1947 without congressional sanc- 
tion. 

There is no way of killing them apparently. Congressional refusal 
is nothing. 

In its recent report the President’s Materials Policy Commission 
appointed under a previous President, said in volume 1, page 87 : 

The United States has not ratified the treaty, but under a resolution in the 
United Nations Economie and Social Council, it is bound with other nations to 
recognize chapter 6 as a general guide. 

Do you agree with that ? 

Mr. GranaM. Sir, as I interpret that thing it relates only to this 
point, that if international commodity agreements are entered into 
and the United States is to be a party to an international commodity 
agreement, then those agreements, such agreements, should be subject 
to the discipline imposed on them, and I think they are desirable 
disciplines. 

Senator Martone. It says here even though the United States has 
not ratified that treaty, we are still bound. 

Mr. Granam. I am referring not to our carrying out of the Havana 
Treaty. Iam referring only to the method under which international 
commodity agreements in the future may be organized and operated. 

I am giving you, since you asked me the question, for what it is 
worth, my interpretation of that situation. We are not bound to do 
anything except through voluntary acceptance of an international 
commodity agreement such as the wheat agreement, which we did 
accept. 

Senator Matonr. And which will not work and England has refused 
to accept. 
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Mr. Granam. That is correct, and if we had refused to accept it, 
ere would be no relevance in this sentence you Spe ik of. 

Senator Matone. Let us get down to bedrock now. Any of these 
ereements without the United States acquiescence and active par 
tion moneywise have no effectiveness unless a combination of 
er nations control the materials we must have and hold the price 

ve what it would otherwise be. Is that not true / 

Mr. Granam. I think the second part of your statement is true 
with regard to what it relates to, namely, that conceivably producers 
and hold the price 
p. That has been done. 

‘Senator Martone. That is what they are doing under this resolution. 
We are not a party to it. 

Mr. Granam. I read it exactly the op posite. 

Senator Matonr. How do you read it / 

Mr. Granam. I tell you why that is, because the provisions of 
hapter 6 of the Havana Charter are intended to prevent exactly that 
arrangement, because they say no international commodity agree 
ment shall be entered into except with full representation by con- 
suming nations. 

Senator Matone. That is true, but they do not say it cannot be 
made effective without one of them. 

Supposing Argentina stayed out and we signed it. It is still effee- 
tive, 1s it not, because we are the ones able to finance it. We are the 
ones able to enforce it. 

Suppose Uruguay would stay out, who would miss them? 

When we stay out there is no one to put up the money, so the only 
effectiveness it would have would be a combination of nations te con- 
trol all the tin, raise the price of tin conceivably, with our agreeing 
that whatever there is in our stockpile or what we own not in the stock- 
pile, would not be turned loose on the market at such a terrible price. 

Could they not fix it where they want it? 

Mr. Grawam. My understanding of that particular sentence which 
you previously read was that the producing nations of tin could not 
enter into an international commodity agreement without our acqui- 
escene which, as you have pointed out, they received. 

Senator Matonr. But they have already done that. 

Mr. Grawam. But recall that we have indicated to them no objec- 
tion to their entering into this tin agreement. 

Had we indicated objection, it might well have been that the agree- 
ment could not be effective under the terms of the very engagement 
you are complaining about. 

Senator Matone. Your explanation this morning was wasted with 
Mr. Waugh, because he said he did not sign an agreement, but he did 
not object to it and enter an official objection. 

Mr. Grauam. The effect was to permit the agreement to operate. 

Senator Martone. If we did not _ antitrust laws organizations 
that control the entire output of a certain commodity could enter 
into an agreement so that the cus ican would have to pay a fixed 
price if the “y were to get the material, could they not? 

Mr. Granam. That is right. 

Senator Matone. Then what international antitrust law do we 
have that would prevent the only nations that produce the tin or any 
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other commodity from entering into an agreement and fixing thi 
price? 

Mr. Granam. I am compelled to tell you, Senator, that we have one 
which is that very chapter 6 of the Havana Charter which you object 
to. That is app slic able not only to us, but to all the other nations 

Senator Martone. How do you enforce it? 

Mr. Grauam. That is an entirely separate question, sIr 

Senator MaLone. Can it be enforced ? 

Mr. Granam. The same question would arise as to whether any 
thing could be enforced against the United States if the United States 
did not wish to go along. That is a political question, sir. It is not 
a question of interpretation. 

Senator MatoNne. The point is that if there is no international 
enforcement, and that would only mean war, like the policeman on the 
corner would hit you on the head with a night stick if you did not 
come along peacefully, and if we do not have anything of that kind, 
as long as we do not have it, what keeps them from fixing a price? 

And we have agreed ahead of time not to interfere with that fixing 
of price by turning loose any of the tin that we have, whether we need 
it or not. 

Mr. Grauam. You know, I am not a supporter of this tin agreement. 
I am not in favor of that approach. 

Senator Matone. I did not go into all this trouble to get you down 
here to stand on a technicality. 

Mr. Granam. My point is that it may not be the thing I know most 
about. 

Senator Matone. I would ask my grandson if I had him here, and 
he was 4 years old 2 weeks ago, because anyone with commonsense, it 
seems to me, could see that. 

ea if you have a reason why you do believe they would live up to 

, L would like to know what it is. 

"vn .Granam. There is a reason why they will not violate the agree 
ment or are not likely to do it. I do not think they are likely to do it 
because, as I believe Mr. Waugh intimated this morning, the nations 
are a little too dependent on us overall in the world picture to flaunt 
our wishes absolutely in a matter of this kind, particularly when it 
would mean a definite flouting of an undertaking that was entered into 
previously by this very Nation. 

Senator Martone. What happened when we furnished the money to 
England? I will tell you what happened. We built up a stoc kpile 
of zinc and lead and just about a little over a year ago now they took 
that stockpile we had financed and broke our market with it. 

Now they did not seem to be too much de »pendent on our good will, 
or be figuring that they would be likely to lose it by doing that, and 
they have not lost it because our Secretary of State has ‘practically 
lived over there since. 

Mr. Grauam. If this is a question to me, I will say the relevant an- 
swer would be that had England made a definite understanding not 
to sell zine and lead at the time this thing was financed and they had 
broken that understanding, in my opinion it would have been an 
extremely serious matter 

Senator Martone. I will tell you this, that we financed it for their 
stockpile and when we build a stockpile we ordinarily respect it as 
far as the other nations are concerned. 
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so their is no confidence between nations as far as stockpiles are 
erned. That broke all confidence that anyone could have that 
d take a good square look at it. 

Mr. Granam. Apparently that indicates that whatever arrange- 

ents are made should be very explicit. 

Senator Matonr. Then what would you do if they broke i 

Mr. Granam. I guess I would have to consult the Dabartinséil of 
State. 

Senator Martone. That would be wonderful. That would be the 

st word, I should say. 

Mr. Granam. It is obvious I could not answer any differently. 

Senator Matonr. Now, in acting as consultant, or whatever your 

nection was with this committee—I did not intend to bring up the 
bject to make it clear that you had nothing to do with it whatever— 

t you were consulted ? 

Mr. GraHAM. That is correct. 

Senator Martone. Then were you acting for the United Nations or 

e United States State Department, or just as a private citizen ? 

Mr. Granam. Merely as a private citizen. 

Senator Matonr. You have no cloak of authority ? 

Mr. Granam. None whatever. I had no official position. I was 

‘t compensated incidentally. I merely gave my views as a public 
ervice, 

Senator Matonr. You did make the proposal which appears there 

Commodity Trade and Economic Developments, a concept of 
ommodity unit as the basis for stabilization ? 

Mr. Granam. Bear in mind that is not a new proposal made to 
them; they consulted me about a proposal I made many years ago. 
That is true. 

Senator Martone. I think we covered the World Commodities and 
World Currency. 

There is still a missing link to me, and I hope you in rearranging 
ol . your testimony, will make it as clear as you can 

) just who puts the value in this business if we have too much 
heat or too much of any other commodity, who is going to take the 
a ; 

Mr. Granam. I shall be glad to do that. 

(The information referred to in this colloquy was subsequently 
furnished and is placed in the record at this point.) 


? 


(1) Value is created (a) by the production and assembling of complete units 
f commodities which are acquired in exchange for international dollar credits, 
nd (6) through the acceptance, by all participating countries, of these com- 
odity-backed credits as sound international money. 

(2) Under this plan, if there is too much wheat relative to other commodities, 
he price of wheat falls and the producers must either bring their output into 
ne or suffer through low prices. However, if there is balanced expansion of 

all commodities, then either consumption will expand proportionately—as it 
should—or else the surplus will be impounded in the form of complete com- 
modity units, financed by money issued against them. 


I wonder if I might make a point that may not have been touched 
on before? It is quite important in connection with the general ques- 
tion. That is the effect of a plan of this kind on accessibility of raw 
naterials to the United States in time of war. 

: Senator Martone. What do you say about that? 
Mr. Granam. I would like to say I originally wrote about this in 
my book in 1944. I would like to read two sentences. This is World 











SS STOCKPILING STRATEGIC AND CRITICAL MATERIALS 


Commodities and World Currency. It is the first full paragraph o; 
page 49. The last two sentences read as follows: 

To the extent that possible war may still enter into the picture, the case for 
large stocks becomes stronger, especially from the standpoint of depositing 1 
tions such as the United States. We can hold our share of the corporation's 
commodity units within our own borders and view them as a war chest 
enormous value. 

Senator Matonr. Where would these commodities be stored ? 

Mr. Granam. I would assume a very substantial part of the: 
would be stored in the United States in the same way as a substantial 
part of the gold reserves of the International Monetary Fund. 

Senator Matonr. You mean you would be storing in the Unite 
States the contributions of the other nations? 

Mr. Granam. Very possibly to the extent that we took over from 
ihem, we put up the money by exporting our goods to these countries 
and taking over 

Senator Martone. You mean we would export our goods to thos 
nations and they would export their goods to us? 

Mr. Granam. No; this would be a little indirect, as I see it. These 
nations would supply raw material commodity units for which they 
would have money credits in the first instance. 

Senator Matonr. Where would they store these? 

Mr. Granuam. Perhaps they would be stored in their own country 
in the first instance. 

Senator Matonr. Who would police this storage? You do not 
think they are going to be there without somebody watching them ? 

You know, we lost our own material here that was supposed to be 
watched by the Department of Agriculture. It disappeared. 

Mr. Granam. We have $12 billion worth of various goods in stor- 
age in this country now. 

Senator Martone. We think we have, but we found one day that we 
did not have that much when we took the inventory. Do you remem- 
ber that? 

Mr. GranaM. That may be. 

Senator Matonr. How would you police them in Belgium ? 

Mr. Granam. The point to begin with, we do not pay for them, sir. 

Let us point out in the first instance Belgium has contributed units 
held in Belgium and represented by deposits which Belgium has. 

Senator Martone. They get this international money? 

Mr. GranAm. That is right. That is step 1; step 2, Belgium buys 
our manufactured goods from us. 

Senator MALonr. With that international money ? 

Mr. GRAHAM. Yes, and pays us, transfers that money to us. That 
is step 2. Now we are the owners of that money. 

If we wish to transfer the commodities inside our boundaries, as 
we may wish to do so, we can do it, because we hold the claims against 
those commodities and we are entitled to hold the commodities. 

Senator Martone. We could move the Belgium commodities to the 
United States if we wanted to? 

Mr. Granam. Yes; once we had sold the goods to Belgium and 
taken over their money. 

Senator Matonr. What would these goods consist of ? 

Mr. Granam. They would consist solely of raw materials. 

Senator Matone. Wheat and corn? 
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Mr. Granam. That is true. 

Now, we may not want to transfer all of them. We may want to 
transfer only certain strategic materials. 

Senator MALONE. Suppose we found suddenly that some of it dis- 
ppeared and we held the currency for it? 

Mr. GRAHAM. We would have a claim against the persons, against 

e Belgians. 

Senator MaLone. We have had claims before. 

Mr. GranAm. That is right. 

Senator MaLone. That finishes that one. 

Now, you say availability in time of war. What availability do 
vou think of for tin stored in Malaya, for which we held the currency ¢ 
How would we get it in time of war? 

Mr. GrAHAM. It is obvious, sir, on tin we would not permit tin to 
be stored in Malaya against which we had a monetary claim. It 
would be very unwise. 

Senator MaLonr. Where would you store it? 

Mr. GranAm. We would store it here. 

Senator MaLone. What else do we have on this list ? 

Mr. GranAm. Copper, zinc, lead, rubber. 

Senator MALonr. Where would you store rubber? 

Mr. GRAHAM. We would store it here, too, to the extent we had 
claim. 

Senator MaLtonr. Why would you not store everything here? 

Mr. Granam. It would be just a matter of policy. We may not 
wish to store certain agricultural commodities. 

Senator Matonr. Germany may put in a lot of pig iron. How 
would we get the pig iron from there if war started ? 

Mr. GraHAM. It is pretty clear to me that as to pig iron it would 
be better for us to have a strategic stock here than it would be to 
have it in Germany. 

Senator Matone. And wood pulp the same way? 

Mr. Granam. Yes. 

Senator Matonr. Where would you store the zine and lead pro- 
duced in Africa? 

Mr. Granam. We would store those here. The only reservation I 
had in the back of my mind is the question of whether certain agri- 
cultural products, such as corn and wheat, we might not wish to 
transfer even though we had claims against them, but I see no basic 
objection to doing it except as a matter of expense. 

Senator Matone. Let us go the other way around. They take some 
of this money. What is going to be issued on the money they take? 
They have to produce it themselves? 

Mr. Granam. They can get ¢ redits only in the first instance against 
the commodities which they produce. They might later sell other 
woods. 

Senator Matone. Finally you have to transfer that money in ex- 
change in the only money that counts in the world, and that is dollars. 

Mr. Granam. The most important money ; yes. 

Senator Matone. And we take the rap on the exchange, whatever 
that is. 

Mr. Granam. If you consider it a rap, that would be true. 

Senator Matone. It would be if it deteriorated in value, would 
not ¢ 
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Mr. Grauam. If the money deteriorated in value 

Senator Matone. Would you call this money 4 

Mr. Grauam. These would be deposit dollars of the International 
Monetary Fund. 

Senator Matone. What would you call that? You would not pro- 
nounce that every time you said it? 

Mr. GranaM. [| think we would call it international dollars. 

Senator MaLong. Why do you not call it something that you would 
know what itis‘ Have you created something ¢ 

Mr. GRanAM. You mean warehouse receipts for commodities ? 

Senator Matone. Call them greenbacks. 

Mr. GrauaM, Just what they are not. They are not greenbacks 
They are yellowbacks actually. 

Senator Matone. Now when we get yellowbacks and we have a loi 
of yellowbacks, we have a couple of billion dollars of yellowbacks, 
and they deteriorate in value in terms of the dollar, are you tying the 
dollar up to this business, too ? 

Mr. GrawaM. Well, you know the dollar’s value at the moment is 
defined in terms of gold. 

Senator MaLone. You are getting away from that. 

Mr. GRAHAM. No, not at all, sir. I have no intention of changing 
the gold situation in any form. 

Senator MALong. You do not really have gold behind it. 

Mr. GranaM. That is a separate point of argument which is not re 
lated, 

Senator MaLone. You can get a silver dollar for a silver certificate, 
but not a gold dollar. 

Mr. Granam. | would have no difficulty im getting gold for my 
American deposits if I wished to get it. 

Senator Matonge. Where would you get it ? 

Mr. GranaM. I would get it in London and Canada. 

Senator MaLonr. Then you do not think much of our system. 

Mr. Granam. We are not allowed to hold it in this country. 

Senator Matonr. On page 36 of the same report is a reference to a 
more recent proposal which you suggested of a “combined monetary 
base consisting of 40 percent gold and 60 percent commodity reserves.” 

W hat do you mean by that ¢ 

Mr. Granam. That is a combination mainly for convenience. | 
envisaged this situation. There is now about $40 billion of monetary 
gold in the world, of which we have approximately half. 

Senator Matone. They have been buying some of it back with the 
dollars we give them, have they not ¢ 

Mr. Granam. That may be true. But we have approximately half. 

1 was thinking of the monetary system of the world which had in 
existence this $40 billion of gold. We could use that gold in a com 
bination similar to something you must remember when the Federal 
Reserve notes were originally issued, they were backed by 40 percent in 
gold and 60 percent in commercial paper, some of which was ware- 
house receipts against commodities. 

Senator Martone. I do not remember that we ever had anything in 
the gold standard that prevented you from getting the full amount of 
gold for your gold certificates. Do you? 

Mr. Granam. You mean until 1933 ¢ 

Senator Martone. That is correct. 


; 
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\ir. GranAM. That is correct. 

Senator Matone. Until like Chiang Kai-shek they took in the gold 

ud gave them paper. 

Mr. GranHam. I would like to see that reversed to the extent pos- 
sible. 

Senator Matone. Back on the gold standard ? 

Mr. Granam. I would like to see it reversed. I do not believe, in 
iy own opinion, that it could be done so well without buttressing gold 
with additional physical commodities behind the monetary system. 

Senator Matone. I go with my $10 certificate. According to your 
suggestion here, I get $4 in gold and $6 in wheat. Where ‘do I put 
the wheat ¢ 

Mr. Granam. Of course you would not do that, actually. 

Senator Martone. I would get a certificate showing I had $6 worth 
of wheat stored in Kansas or Belgium. 

Mr. Granam. I do not think that is a proper description of the 
actual operation here. 

Bear in mind we are not talking about currency, actual paper cur 
rency, which is held in the pockets of the people. We are talking about 
the assets of our central bank against which we have our large deposit 
system. 

Senator Matong. Suppose they had a bad fire and burned up about 
60 percent ¢ 

Mr. Granam. I think we would be able to avoid that by proper 
distribution. 

Senator Martone. Insurance ? 

Mr. Granam. Insurance, self-insurance, by a wide distribution. 

We have learned a great deal on the storage question. 

Senator MALONE. ‘Suppose an atomic bomb came along in a certain 

area and destroyed 25 percent of the security ? 

Mr. Granam. Suppose it fell on Fort Knox. I think it is the 
same problem. 

Senator Martone. It is buried. I do not think it would hurt it. 

[his seems silly to me, to tell you the truth. I hope you can explain 

t so that I can understand it. 
Mr. Granam. I would like to say, and I am sure I can, in favor of 
s thing that this plan has had the endorsement of some very repu- 
table economists. 

Senator Martone. Who are they? 

Mr. Granam. In this country Frank Graham, of Princeton, Albert 
Hart, of Columbia; in England, Colin Clark. 

Senator Martone. I think Lord Keynes would be tickled to deat} 
over it, but he is dead. 

Mr. Grauam. He and I have had quite a bit of controversy over it. 

There is Tinbergen in Holland. 

Senator Martone. Do you have any well-known, reputable econo- 
mists in America that go along with it? 

Mr. Granam. I believe that Prof. Albert Hart, of Columbia, is a 
well-known, reputable economist. 

Prof. Julius Hirsch, who has worked actively with me in this 
matter, 

[ may as well speak about him for a moment, because I under 
stand an effort was made to have him up here. 

Senator Matone. He wrote some books, too. 
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Mr. Granam. Yes, he has written books. 

Dr. Hirsch was a man of note in Germany before Hitler. Hi 
was their Minister of Commerce. 

It seems he had ideas similar to mine. When he came on to n 
books he became very enthusiastic about it and was giving a lot of 
time and thought and work to pushing this idea. 

Senator Martone. Unfortunately, as to this proposal in collabora 
tion with Dr. Julius Hirsch, as you know, Dr. Hirsch has been abroad 
and we were unable to have him here. However, since he participated 
in the report, we would like to insert into the record his biography 
Will you please make an effort, if any man’s name is brought into the 
discussions as an economist and expert, to give as much background as 
you can when you send down the corrected testimony ? 

I will just read from Dr. Hirsch’s biography at random: 

Professor, graduate faculty, New School for Social Research, Nev 
York City, since 1941; economic consultant to banking industrial and 
public concerns since 1943; Modern Commerce (German and Rus 
sian edition), 1925-29; American Economic Miracle (in German, 
Russian, and Hebrew) 1926. I will submit this for the record as 
the biography of Dr. Hirsch: 


WHO's WHO IN AMERICA 
(Vol. 27, 1952-53) 


Hirscn, Jurius, economist; b. Mandel, Rhineland; s. Salomon and Mathilde 
Hirsch : Ph.D., U. of Bonn, 1910; m. Edith Jarislowsky, Apr. 8, 1927; 1 son, Ernest 
Rudolph. Gra@uate faculty, bus. administration, Cologne, Germany, 1911-15; 
with German Price Administration, 1916-23, dep. administrator 1917-18, admin 
istrator 1918-23; also 1st undersecretary of Germany, then secretary for industry 
and trade, member reparations commission and confs. Cannes, Genoa and Paris, 
1919-23 ; prof. econ., and bus. econ., U. of Berlin and Grad. Sch. Bus. Administrn, 
Berlin, 1924-33, also mng dir. Bus. Research Inst. of the Grad. Faculty; prof 
Grad. Sch. Business Administrn., Copenhagen, Denmark, 1933-40; prof, grad 
faculty, New School for Social Research, N. Y. City, since 1941; economic con- 
sultant to banking, indsl. and public concerns since 1943. Mem. Reich’s Economic 
Council inquiry com., 1926-82, expert to League of Nations and Internat. Labor 
Office; Geneva Conf., 1927; chief consultant, O. P. A., 1942-48. Pres. tech. com 
distbn. Internat. Chamber of Commerce, 1931-33. Contributor to and participant 
in Productivity Conf. of U. S. Dept. of Labor since 1946. Member American Econ. 
Assn., Am. Marketing Assn. Collaborator with Edith Hirsch on regular reports 
on World Food Situation since 1946, extracts from the reports being published 
regularly in N. Y. Times since 1948. Author; Modern Commerce (German and 
Russian editions), 1925-29; The American Economie Miracle, in German, Rus 
sian, Hebrew), 1926; Standard Figures for Business Research, 1934; Standard 
Figures for Industry, An International Comparison, 1940; Distribution Costs, 
An International Digest (with Malcolm P. McNair, Stanley F. Teele), 1941; 
Price Control in the War Economy, 1943; The Inflation Bugaboo (with George 
E. Shea, Jr.) 1944. Contr. articles to Collier’s Barron’s Weekly and other 
periodicals. Home: 545 West End Av. Offices: 52 Wall St., New York 5, N. Y. 

I note in this biography that Dr. Hirsch has been a professor in the 
New School for Social Research in New York City. I mention that 
because it is well known that this school has fostered socialistic 
theories as opposed to the capitalist economic system. The capitalist 
economic system is the economic system believed in by 99.9 percent of 
the people of this country, and I do think they do not approve of 
socialistic economic policies which are implicit in the recommendations 
of the United Nations’ study such as state domination of the markets 
and state buying and selling, and international control of commodities 
and moneys. 
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Mr. Graham, I notice that Dr. Alvin Johnson, director of the New 
School for Social Research wrote the foreword to your book on Storage 

d Stability. I wonder whether you conferred with Mr. W allace 
hen he advanced the “Ever-Normal Granary”? I am serious in 
sking this question of you, because Wallace made — a splash in 
ffecting the policies of this Nation and faded out rather unceremon- 
ously, but he may be back. You never can tell where ‘hase people 
ome from. 

Mr. Granam. I met Secretary Wallace only once in my life up at 
Vellesley College. 

Senator MALONE. You do not think he originated that pirase “ever- 
normal granary” ¢ 

Mr. GranAm. It is originally a phrase from ancient Chinese his- 
tory or economics, but he appropriated it and made it well known. 

| want to add something, since you have been reading this material 
to me, with regard to Dr. Hirsch. 

I want to say very strongly that in the last few years, at 1 , the 
New School has not been identified with a soci: alistic point of view. 

lo begin with, it has been very strongly anti-Communist, and in 
i.ddition, it has been very skeptical about the merits of socialism as a 
whole, and I know that from my own contacts with it. 

Senator MALONE. My own personal opinion of all these tricky ap- 
proaches is that about the only difference there between the final ob- 
ectives of a Communist and a Socialist and a Fascist is their method 
of approach. They all reach finally government ownership. The 
Communist will shoot you to bring his ideas into play and a Socialist 

ul spe nd you into it, and I have often referred to a Communist as a 

dof impatient Socialist. These people up there have had some very 

funny ideas at different times. I do not blame them at all—they are 
titled to their opinions, but it does not fit what a lot of us are trying 
lo down here. I would like to get the connection. 

Mr. Granam. I should say this: I know something about Dr. 
Hirsch’s work in the New School. Dr. Hirsch is a businessman and a 

nsultant to large business firms, and the courses he gives all deal 
entirely with business operations under the Ame rica n system, and it 
s hard to imagine anything more removed from the socialistic point 
of view than the work which he has been doing at the New School. 

Senator Matoner. I do not want to dwell on Dr. Hirsch because he 
snot here. Some time when he returns we will look forward to hav- 
ng a personal visit with him. I want it definitely understood that 
there is nothing of a derogatory nature to Dr. Hirsch while absent, or 
even if he is here. He is entitled to his o ypinion. I do want to get 
his opinion in the record. 

We have had Mr. Evans of the State Department here. So this is 
not new. He was associated with the New School for Social Research. 
[t appears that this school has had quite an influence on the formula- 
tion of our ec ‘onomic polie V, whic h we do not think wouk | be ap prove xc] 
by most of the people in the countr y, which at least was not approved 
by the Congress, and they are about the closest people to the country 
that I know of. 

[ want to call attention to the fact that Dr. Hirsch’s works are pub- 
lished in the Russian language since the Communists assumed power. 
That ought to be an honor, but at the same time they have no record 
of publishing things they do not believe in. 
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Mr. Grauam. I believe that Dr. Hirsch, from my knowledge 
bitterly attacked by the Russians. 

Senator Martone. But they did publish his books. 

Mr. Granam. He was bitterly attacked after these books were pul 
lished. Those books related entirely to the business methods, they 
deal with operating ratios of business concerns. 

Senator Matong. Do not his works deal with Government controls 
over the economy, to a certain extent, principally ¢ 

Mr. Granam. That may be so. I should have added in my previous 
statement that the books of Dr. Hirsch that I am, familiar with deal 
with business data. 

Senator M..tone. There is a publication, National and International 
Monopolies from the Point of View of Labour, the Consuming Pub] 
and Rationalisation. 

Mr. Granam, My impression is, and I wish you would confirm 


at 


, 


it 

Senator Martone. Published by the League of Nations in 1926. 

Mr. Granam. My impression is that he strongly attacked the con 
cept of cartels. 

Senator MALong. Twe nty-e ight vears ago Dr. Hirsch also proposed 
that the League of Nations establish a general observation post t 
examine and review international agreements. 

We find that in 1943 he wrote a book entitled “Price Control in the 
War Economy.” 

This book may best be described by quoting the title of the first 
chapter, “From Babylon io Leon Henderson.” 

He does not say “Back to Babylon.” That is a very interesting 
title. 

Mr. Grauam. I do not know the book. I know that Dr. Hirsch 
participated in price controls during World War II. 

Senator Martone. There has still been no statue built to Leon Hen 
derson in the Capital. He filled his place in this scramble of print 
ing new American dollars and scattering them all over the earth and 
destroying the value of money. 

Mr. Granam, I think he was interested in preventing inflation by 
keeping prices down. 

Senator Matonr. By fixing prices, by closing the petcock and just 
refusing to see that what he was doing had to result in inflation and 
prices had to rise. I do not intend ‘to assert my philosophy here, be- 
cause the committee will study the record. It has been my observation, 
confirmed by a certain amount of experience that when you fix a price 
and cut out a portion of the profit and make it unprofitable, or 
threaten to make it unprofitable, to produce something it becomes 
scarcer and scarcer and finally you run out of the very thing you are 
trying to control the price on and it explodes, and Leon Henderson 
was one of the leaders in this price control. 

Dr. Graham, I want to thank you for coming down here, and we 
will forward your testimony to you at the earliest possible time. 

Mr. Granam. Thank you, Senator. I will try my best to give you 
the additional material that you have asked for. I have made notes of 
it. 

Senator Marone. Will you do that, if you will, and when I question 
you, if I appear to press a point it is not because I have any idea that 
you are not entitled to your opinion. We brought you down here to 
see what your opinions are and why you were employed, and what you 
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Col tributed, because it could be tha t Con iwress is wro ng or that out in 
mines, ranges and forests, we just have not learned enough to 

derstand that all of this is e: asy if we could jus st find how to control 
people. : : Sind 

Out in our country we still believe we have to raise it or dig it out 
oT the eround or cut timber, in order to make a dime, and that is the 
only way to create wealth. 

\Ir. GRAH 1M. I am in agreement 100 percent on that. 

Senator Martone. We do not go along very much out there with 


people who take it off the top through organizations and, speaking for 
the « hairman—and I am sure for the entire committee—we are search 
for information, we are searching for the source of the pressure 
be nd all of these groups. ane groups come in first through the 
You close the doors, and they come in the windows. Then you 

the windows and the *y come 1n through the cellar. 

We have GATT. We had the International Trade Organization. 
We had the International Materials Conference, and now this new 
organization that the United Nations creates, and all for the same 
rpose—to control somebody. 

Yet we have never found anybody picking up a check for one dol- 
to ra it work. 

Mr. GrauaM. I hope that in the future if we pick up any checks, 
will get value received. 

Senator Matonr. Quid pro quo. I will go with you on that closing 


STATEMENT OF DR. KLAUS KNORR, ASSOCIATE PROFESSOR OF 
PUBLIC AND INTERNATIONAL AFFAIRS, WOODROW WILSON 
SCHOOL OF PUBLIC AFFAIRS, PRINCETON UNIVERSITY 


Senator Martone. Dr. Knorr, you have listened to all of the testi- 
nony today, have heard the chairman state 2 or 3 times what we are 
trying to determine here. I will mention again Senate Resolution 
143 under which we are directed to determine the availability of critical 

\aterials to us in time of war for our expanding economy and security. 
That injected a new note. We had to determine through milit: ary 
strategists what area we could defend in case of an all-out war sud- 
denly, which, of course, does not particularly interest you, except 
that the committee had to do that. 

Chey have determined, for your information, what I think will add 

up to the fact that the Western Hemisphere would be our only de »pend- 
able supply in case of an all-out war until we had begun to win the 
war and again establish our control over other areas. Therefore, it 
would be very problematical to secure these critical materials from 
any source other than the Western Hemisphere, to win a war. 

Mr. Knorr. I am very much interested in that, as a matter of fact, 
because the study I have been wor king on for several years is the war 
potential of countries, and that, of course, has led me to inquire into 
just which are the resources that a country requires in wartime. So 
Tam very much interested in that matter. 

Senator Martone. We have a list of 77 materials that range all the 
way from petroleum to uranium. There is titanium, which is made 
froma couple of different raw materials, like rutile, and ilmenite. The 
list includes lead and zine and the more common minerals. 
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We have for some reason not produced enough for our own use, and 
it has been necessary to import them, or if not necessary, it has at least 
been made necessary. 

Some of us believe that the policies we have pursued may have 
brought a lot of it about. 

No one is worrying about availability of materials if there is a 
guaranty of perpetual peace. What we or about is that for the 
last 35 years we were always either in war or on the verge of one, or 
preparing for one, or afr: Lid of one, and we have had three, and are 
threatened with another. 

So, it finally comes down to the point of under what policies that 
are susceptible of influence by this Nation are the critical materials 
more available to us at a fair price, and readily available to us in 
peacetime and in wartime? 

What policy could the Congress adopt that would bring us to 
maximum production of these materials, and, in the area we can 
defend, which is the Western Hemisphere? What policies would 
increase the going concern production annually? The stockpile plus 
the going concern annual production within the area which we can 
defend during wartime, “a where it is available to us, must be main- 
tained to win a war. 

So we then get into questions that, taken by themselves would look 
a little far afield, but they all add up finally to the one answer. 

So, would you identify yourself for the record and give us your 
background, and I hope that you will not be modest about it. We know 
that you have had a lot of experience in different fields. Give us your 
background for the record and tell us in a general way your connec- 
tion with the matter that you have heard under investigation today. 

[ want you to fully realize that we respect your opinions. We may 
or may not agree with them. That is the American system, but we 
hope to complete our information and to be able to identify the organi 
zations that are trying to assist in solving national and international 
problems. 

Many of us believe that there have been influences—mostly unknown 
to the down-to-earth people that are trying to do something about 
it—but are there nevertheless. In order to identify them we have to 
get the complete story from the people who have actually worked 
at it, and learn their conclusions. 

So, would you just identify yourself and proceed with your state- 
ment ¢ 

Mr. Kworr. I think that my name you already have. It is Klaus 
Knorr. It will interest you, I am sure, Senator, that I was born in 
Germany and I came to this country in 1937. 

Senator Matonr. Some of the finest scientists in the world came 
from Germany and I am sorry we did not get all of them. 

Mr. Knorr. Some had to go farther east, I guess. 

Senator Martone. Russia got a lot of them. 

Mr. Kworr. Shortly after I came to this country I decided that 
I would like to go into the teaching field so I enrolled as a graduate 
student at the University of Chicago and did graduate work for a 
number of years. 

Incidentally, in 1940 I became a citizen. I always remember that 
because it happened on December 31 of that year. 

Senator Martone. What year was that? 





Riedel Set lai 









Vi OE ee 


STOCKPILING STRATEGIC AND CRITICAL MATERIALS 97 


Mr. Knorr. 1940. In 1941 I got a Ph. D. from the University of 
Chicago, and then my first job was out on the west coast at Stanford 
lTniversity, where I was connected with its Food Research Institute. 

nator Matone. It seems that a lot of you people end up at Stan 

1. My daughter attended Stanford University. It is only 200 
miles from where we live. 

Mr. Knorr. It is a nice place. It was at that time, during those 
{or 5 years that I got involved with commodity problems, raw ma- 


terials problems. I am not really a raw materials man, it agaln and 
iain people come and say, “Why don’t you work on this or that 
problem ?’ [ suppose I am recogen zed to know a little bit about some 


of the aspects of raw materials. Iam not even particularly interested 

‘se problems. I wrote a couple of books on the prewar inte1 

onal rubber agreement and the international tin agreement. | 
think you have copies of them there. 

[ left Stanford in 1945 and went to Yale University, and t 
and did research ft here, mostly outside of the commodities field, 
raw materials field. 

I taught a general course in inte rnatiol al trade, 
level and on the graduate level. 

[ worked in general on problems of international economic rela- 
tions, and, with the exception of 1 year when I was a visiting professor 
at the University of Geneva in Switze rland- Lt pose it was 1949 and 
1950—I stayed at Yale until 1951, I think it is, and th ‘ame to Prince- 
ton, where I have been ever since. 

Senator Matone. What is your status there? 

Mr. Ik. norr. I am a professor. 

Senator Matone. In what field ? 

Mr. Knorr. I am presently in the Woodrow Wilson School of Pub 
lic and International Affairs. 

Senator Matonr. What does that include in the field of your 


7 
ra 


OtH on the college 


Knorr. Well, my general field is international economic prob- 
Now, I am not equally familiar with all of them. There are 
many of these problems that I am not familiar with at all, but I have 
been working within that field, sometimes on commodity proble ms and 


somet mes on other problems, both as a teacher and also as a research 
erson, and to the extent that I have been consulted by Government 

Ol by the United Nations, it was also gvener% lly within that area. 
senator MALONE. Through what agency or de part me were you 


retained by the United Nations? 

[r, Knorr. Well, I am not quite sure that legally I was an employee 
of the United Nations. I do not think I had a boss there, and nobody 
could tell me what I should do. I was 5H ute independent. ; 

I think this is in the nature of the committees that are independent 
committees of eet and we were a law unto ourselves, that is. we 
were not influenced by anyone or told by anyone what to do. 

Senator MALoNnr. By whom were you emp loyed @ 

Mr. Knorr. By the United Nations, by the Secretary General. He 
appointed us. 

Senator M ALONE. And you were in the pay of the United Nations ? 

Mr. KNORR. Yes: that is rig rht. We were p aid them. 

Senator Martone. Was there any suggestion by any of our executive 
departments here in Washington that you be e fax loyed there 
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Mr. Knorr. I think so, yes. I think that is definitely the case, a 
also I was cleared for the purpose. I went through another clearing 
I have gone through many of them because I have been often a co 
sultant with Government departments, and with the National W 
College. 

Senator MaALonr. You never objected to being subjected 
clearance ? 

Mr. Knorr. No. I understand the purpose of it, and I am 1 
afraid of it 

Senator Martone. They subject all of us to that. You never ob 
jected to any questions because of loyalty or anything? 

Mr. Knorr. No; I never have. 

Senator Matonr. Go right ahead, if you want to give us any gene! 
information. 

Mr. Knorr. Now, about this particular job, I think I was called t 
the phone by Mr. George Picot, who was the Assistant Secretary of t] 
United Nations, or was, at that time. I do not know whether he st 
is—he is a Frenchmai 

Senator Martone. It was at the suggestion of our State Department 
you believe ? 

Mr. Knorr. I think they suggested my name. The United Nations 
would not have appointed anyone from the United States unless the 
State Department had O. K.’d it. I think it was not legally neces- 
sary, but it is a good rule, although, of course, as an expert, I was 
employed as an economist, as you might be employed as a mining 
engineer, to give a technical opinion on some mining problem. | 
could not obligate anyone whatsoever—not the United States, or 
anyone else. 

Senator Martone. On what were you asked particularly to pass 
your opinion ? 

Mr. Knorr. That, of course, is stated by the Assembly’s resolution. 

Senator Matone. Read part of it into the record to give us an idea. 

Mr. Kworr. [think that would be, in fact, a very good idea, because 
this would explain what we achieved by writing the report, for we 
did not do what the Assembly wanted us to do there. 

Senator Martone. You mean that your conclusions did not coincide 
with what they had in mind? 

Mr. Knorr. Did not coincide with the majority in the General 
Assembly, that wanted this report written. I think that is oe. 
You have already read this once briefly, but I will read just the mai 
passage here: 

The General Assembly * * * recommends to member States that: 

(a) Whenever governments adopt measures affecting the prices of primary 
commodities entering international trade, they should duly consider the effect 
of such measures on the terms of trade of countries in the process of develop- 
ment, in order to insure that the prices of primary commodities are kept in 
an adequate, just and equitable relation to the prices of capital goods, and other 
manufactured articles, so as to permit the more satisfactory formation of domes- 
tic savings in the countries in the process of development, and to facilitate the 
establishment of fair wage levels for the working populations of these 
countries. * * * 

Now, the key words are “adequate, just and equitable relation,” which 
occurs in several other passages of the Assembly resolution. 

In other words, it was quite clear to me that what they wanted the 
committee of experts to do is to tell them how to set up an inter- 
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onal parity scheme of the kind that we have in the United States 
for domestic farm products. 

[ think this was quite clearly the intention of the Assembly, and, 

fact, one of the reasons, and I think probably the main reason, 
that moved me to agree to be a member of this committee was that 
| thought it would be a good idea to talk them out of it, if I could, 
because I do not believe in such a system. I do not believe in it 
particularly for the United States, and certainly not as an interna- 
tional scheme. 

Senator Matonr. You do not believe in it for what particular 
ison, if we could enlarge on it? Because it was impossible or be- 
cause it is just impractical ? 

Mir. Knorr. Well, in this international field— 

Senator Martone. In the international field? 

Mr. Knorr. I think it is totally impractical. I think quite clearly 

ost industrial nations would not have anything to do with it and 

st nations would be right in coming to that sort of conclusion. be- 

use what you would be doing then would be transferring income 

from the wealthier countries to the poorer countries. Maybe for cer- 

purposes, this should be done, but let us then do it openly and 
veboard. Let us not do it by monkeying around with m: arkets. 

or Matone. I think you have justified your appearance here 

by that one statement. I have been saying that now for a long time. 

: we are going to fight to hold Indochina as a colony of France, or 
end our Army out to fight to prevent unemp Jloyment, or for anv 
reason, let us say so, but do not say it is because you have to go there to 
get tin. 

Mr. Knorr. That is right. 

Senator MALone. Because that is not so. Face the situation. 

You have made a good start. Just go ahead. 

Mr. Knorr. This Assembly resolution, as you know, was rammed 
lown the throats of the economically advanced countries, including 
the United States, the United Kingdom, and Belgium and all of 
them, by the economically undeveloped countries, because there are 
more of them than there are of the undustrialized and advanced 
countries. 

Senator Martone. And, we will say Bulgaria would have the same 
vote, if they were a member of the United Nations, as the United 
States / 

Mr. Knorr. That is right, in the General Assembly. Quite so. 

Senator Martone. Then we felt bound by this resolution; did we 
wi 

Mr. Knorr. Well, yes, ina way. Now, I felt it would be useful for 
me to work on this problem and try to influence this report. I do not 
think the report is very important, in terms of influencing anyone, but 
to the extent that it may have an influence, I thought it was worth- 

ile for me to be involved, and try to see to it that this report, which, 
of course, is a compromise product, you understand, since it is the 
product of five people with different orientations and different back- 
sround, would be as close to what l believe is a reasonable position as 
possible, and I think I can demonstrate that we have in this report 
succeeded in doing so by and large. 

Senator Martone. I would like for you to do that as we go along. 
[ do not want to divert your line of thought. It is fine. 
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But you found, if you listened this morning to the discourse, that 
these reports and works and books that are written become cumulativ 
and finally a new book or a new report will re fer back to a book ( 
report written by the same person and it then becomes authentic and 
beyond repro h because it ISN are fe rence work. 

Mr. Kworr. Yes. 

Senator Matone. So it still comes back to the slowly developed cor 
clusion that the PRIA has been reaching, that the w: ay most of 
these people learn their economies is by re: ading the books that they 
themselves write. 

Mr. Knorr. Of course, I do believe, Senator, that you are pe hi ap 
undu ly suspicious of some of the persons in the State Department 
and outside the State Department, who have been working on thes 
problems. They may not always be right. Nobody is always right 

Senator Matone. We are trying to separate the wheat from the 
chaff. 

Mr. Knorr. The way I see it, it is perfectly proper for people to 
ask themselves: Are there certain jobs? Are there certain ob jective 
which this country has which can be achieved better through an inter 
national organization or not? 

I do not believe there are many of this kind, but there are some. 

For example, I am sure even you would not be opposed to the United 
States being a member of the International Postal Union, because 
this obv iously makes sense. It makes it possible for us to send letters 
toa foreign country. 

Senator Martone. I think you are exactly right. Of course, first, you 
have to determine what your objectives are, and ours have been a 
little scattered up to now. 

Mr. Knorr. Yes; and I think that is where the difficulty comes in 
because in this commodity field now, I think there is a real problem 
there. Senator, to most countries, this problem of extreme instability 
of prices which, when you look at the charts—and I know you are 
familiar with them—is a real problem to many countries. 

It is not much of a problem to the United States, but to weaker 
countries, 16 1s, 

Senator Martone. It has not been much of a problem so far, since 
there has been no general cartel in opposition to it, but we can see a 
problem, if there should be an ironc!l ad ¢ artel, we being the only nation 
to have the market, and they being the only nation in certain com 
modities, that have the commodity, and then we could see a combi 
nation that could ruin us. 

Mr. Knorr. I agree, but this is precisely the reason why sometimes 
I and other people look at these problems and see whether there are 
not some kinds of arrangements, that we could be part of. which 
would be better than the ones they would conclude without us and 
against our interest. 

For example, before the war, there were a considerable number of 
these intergovernmental commodity agreements, of which the United 
States was not a part; covering commodities like tin and rubber which 
the United States had to import from the outside world; and I think 
these agreements often did exploit the United States consumer. 

Senator Martone. And before we discovered synthetic rubber, the 
rubber price was what the traflic would bear. It had no relation to its 
cost or production. 


Mr. Knorr. Yes. 
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Senator MALONE. There are other commodities. We could mention 

ercury. When we go out of the business because they can produce 
t cheaper with cheaper labor, then they take what the traffic will 
bear. 

Mr. Knorr. But the point I really want to get at, Senator, is this 

We cannot, certainly not formally, prohibit or prevent other 
itions from joining up in cartels of the kind they had before the war 
because they are free nations. They may not want to do it as 

v as they are dependent on the United States for military protec- 
tion or because we give them technical assi stance, aid, or something. 
I} ey may fee] rest rained as long as we do these things for them. 

enator Martone. As long as we pay them with the taxpayers’ money 
hey might condescend to sell us the products at a high price. 

Mr. Kworr. Well, that may be so. I, of course, think the United 
States should not do anything for any country unless it is also in the 
United States’ interests to do so. 

Senator Marone. Is there any chance of you running for the Senate 

where you live? 

“Mr. Knorr. No: not me. 

Senator Matonge. You are making my speech. 

\ir. Kworr. Well, I do not really think so. 

Senator Manone. Go ehead. I am very much interested in yov. 
What you mean is we should get a return for wh: at we do. 

Mr. Kworr. Your relations with other countries, your relations be- 
tween countr ies are, as youas a politici lan know, a bare ain ing situs ition. 

Senator Manone. Did you say I was a politician ¢ 

Mr. Knorr. Yes, and I don’t mean this in a derog: tory way. 

Senator Manone. No, sir. That is a thing I will never be. I am 
just an engineer. 

Mr. Knorr. I don’t mean this in a derogatory way. 

Senator Maton. No; I am in no way a politician. I just tell the 
truth. 

Mr. Knorr. The politician is an important person in the demo- 
cratic Way. I think to be a politici lan 1s perh: ips the most imports int 
thing in a democratic society. 

What I meant to Say is that your international situation is a bar- 
gaining situation. 

Senator Manone. I am an industrial engineer, and I understand 
what you have to do and where you have to get your raw materials 
to do it if I study it, which has been a great drawback to me here 
because I get worried at what we are doing. 

Mr. Knorr. Well, of course, I was now talking in more general 
terms, but what I really meant to say is that it may, for example, 
pay the United States in its own interest to be concerned with the 
problem of instability in the outside world, one reason for this concern 
being that, otherwise, other countries may reestablish the kind of 

irtel arrangements they had before the war, which I think served 
to gouge the consumer in the importing countries many times. 

Senator Matone. Do you think this might prevent it ? 

Mr. Knorr. If you are in it you can preve nt some of the arrange- 
ments from bein ig made. That is one thing. 

Senator Mavone. Can you? If you are in it, and bound, you cer- 
tainly do not have the vote. 
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Mr. Knorr. We have done it so far. These countries obvious 
have been wanting to get into these agreements again since the war, 
and they have not done so so far. And the reason they have not do 
so so far is because the United States has told them that this is not 1 
kind of tl ing to do. 

Senator Matone. It is because the Congress has refused to acce} 
them. The State Department has put before us the international 
trade organization and many propositions that would bring it about 
if we approved it, but Congress has been the stumbling block. 

Mr. Knorr. Let me say this: You will probab ly resent this, but I 
want to say it anyhow. I think, I really believe, that if you have th: 
United States interests at heart one ought to look with an open mind 
at some of these prob lems. There are these proble ms which the other 
countries have and, if you are not included when they make thei 
arrangements you may get arrangements among them that will do 
you a great deal of harm, and, to prevent that, it may be a good thing 
sometimes to be involved in international arrangements because you 
can prevent something worse from happening. 

Senator Martone. I see your point, what you are driving at, and 
I believe it, but it remains to be decided on the part of Congress = 
to whether the real interests, as to where the real interests of 
United States lie and how best to prevent this sneaking up on Uncle 

Mr. Knorr. I think it is for the Congress, and I think it is for the 
President of the United States to decide where the interests lie. It is 
not always an easy thing to decide. 

Senator Matonr. The Constitution of the United States is very 
plain, that the Congress, the legislative branch, regulates the economy 
of the Nation. It regulates foreign commerce, sets the duties, imports, 
and excises. There has been, through the passage of an act, a transfer 
of that responsibility of the Congress to the Executive. This problem 
has come to a head through the Randall committee’s report, which is 
having a little rough sledding at the moment. 

I do not attempt to speak for Congress. I can only speak for 1 out 
of the 96 Senators, but at least that one does not like it. The State 
Department, under the Constitution, has nothing to do with regula- 
ting the economy of this country. 

Mr. Knorr. Not unless the Congress delegates. 

Senator Matonr. Unless Congress extends the act beyond June 12 
at midnight they will cease having anything to do with it. 

Mr. Knorr. That is right. I personally hope the Congress will. 

Senator Martone. I am doing everything in my power to bring it 
about, and I think you agree with it. 

Mr. Knorr. I think there we are on opposite sides. I meant that I 
hope the Trade Agreements Act will be renewed. 

Senator Matonr. Why could you think it should be renewed ? 

Mr. Knorr. I don’t think it is a terribly good law the way it stands. 
But 

Senator Martone. Do you understand what it does? It transfers 
absolutely the responsibility of Congress to the Executive over the 
regulation of the national economy, through the regulation of for 
eign trade and the setting of duties, imports and excises. It delegates 
it to the Executive by a simple law, and they go ahead and make any 
trade agreement they want to make. They are not really trade a 
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: they are agreements to lower tariffs, a misnomer to start with. 
Vii K NorrR. Only up to a point. 
senator Martone. It has no effect on the foreign nation. No na 
as ever kept one. ‘They simply manipulate their currency, use 
s quota system, use their exchange permits, and use their tr: ade per- 
and hundreds of other manipulations that only countries that 
ve lived by their wits for a hundred years know how to do inal do 
lhere fore, they do not kee p the agreements: they have never kept 
You understand that. 
Mr. Kworr. I understand, and I think you are quite right. 
Senator Martone. Then why do you say that you should turn the 
lation of - domestic economy over to a State Department or an 
recutive that, by law. by the Constit ution of the U1 ited State , places 
gress 1 charge of foreign policy. The State Department ean 
the economy of the Nation to the foreign policy so that they can 
ide an industry for some fancied advantage which we do not get, 
t pans out, 
Mr. Knorr. I see your point. 
Senator Martone. Just one man, the Secretary of State. Of course, 
ey say he consults other people. I just never caught him consult 
uv anybody, but he probably does. W hen he decides to trade the 
business to Africa or to some other nation through a trade agree- 
nt, or the petroleum business to Venezuela, then we have a most- 
ivored-nations clause, and no matter who he trades it to everv other 
tion 1s entitled to the same advantage. Here is the decision of one 
really or of the Executive, who Is not responsible to anybody. 
Probably the reason the Constitution of the United States fixed it in 
‘ Congress is because we do represent every precinct in the United 
States of America, and know what is going on in our States. 

Mir. Knorr. Well, I fully agree with you. 

Senator Matonr. Why do you say then, although I do not question 

right to your conclusion, that you ought to give it to someone 

o, on the basis of a vague notion of national good, can trade away 
il] the mineral industry, all the crockery industry, all of the watch 
lustry, just by the wave of a magic wand # 

l want you to understand what you are deciding. 

Mr. Kworr. Yes. 

senator M ALONE. So you believe they ought to have the continued 
authority to do that? 

Mr. Knorr. Well, I think the authority that has been given to the 
‘xecutive has been a strictly limited one. 

Senator Matonr. How is it limited ? 

Mr. Knorr. Well, the law. for ex: unple, said that a tariff could not 
reduced, as I recall, by more than 50 percent. 

Senator Matonr. And then another 50 percent and then we have 
inflation. 

Mr. Knorr. They are fixed duties. 

Sen: itor Mavone. So the Tariff Commission which, by act of Con- 
cress, is charged with the responsibility of regulating the duties on the 
basis of economics alone, that differe nee in the pro xluction costs, 1s 
helpless. They have no authority whatsoever. 

Mr. Knorr. Well, there is a peril point provision. 














104 STOCKPILING STRATEGIC AND CRITICAL MATERIALS 


Senator MALONgE. Le ‘t me explain a per il point to you. They asked 
the Tariff Commission at what point it would imperil an industry, 
and they determined that point which should be the tariff. Now 
let us assume they took the peril point, which they never do. But let 
us assume they took it, and then signed an agreement with a nation 
on that basis, which is in full force and effect forever until the Pres 
dent should serve notice on the country with which it is made for 
cancellation, and before the ink is dry they can change the price of 
their currency in terms of the dollar and invalidate the agreement. 
Isthat true? They could do that with that particular commodity that 
we agree to lower the tariff on. 

Mr. Knorr. | suppose the ‘Vy can always find a way to do it. 

Senator MaLonr. They do find the w: Ly. 

Mr. Knorr. But I do think that you are right, that they have 
done it. But I think it is probably because they had not really much 
ot a choice. 

Senator Martone. Who did not have a queen? 

Mr. Kworr. The other countries, the other governments. 

Senator Matonr. I am not t: alking about es athe countries’ ¢ ‘hoice, 
I am saying that the peril point has no effect. 

Mr. Knorr. I misunderstood you. 


Senator Martone. You understand that? 

Mr. IK NORR. Yes, I understand the pe ril point. 

Senator MALONE. a do we say it is a protection? You have al- 
Ways an esc os au You escape it 3 times in 2 decades on 3 little 
commoditi¢ In aie words, you are simply not oper: ative. All 


we do is just fix a trap. We used to catch the mustangs that way. 
You open a gate and when they come to drink you spring the gate, 
and when you spring the gate the *y are broke to a saddle and harness. 
That is what they do to us. 

Mr. Knorr. Senator, of course, you know nothing about me, where- 
as I know something about you because you are a nationally promi- 
nent person. 

Senator Martone. I am learning about you, and I think you have a 
good philosophy, but I did not want you to accept something because 
you think you have the protection. 

Mr. Knorr. I understand that if you reduce tariffs, in many cases, 
domestic industries will be hit and it may be harsh on producers, 
workers, even communities that are involved, and I do believe, by the 
way, that if this is done something ought to be done for such com- 
munities. 

Senator Martone. What would you do for a community in the min- 
ing business or watch business ? 

Mr. Knorr. That is really difficult, for a mining community. 

Senator Matone. It is difficult for any community because, if an 
industry is feasible there it is already there, and how are you going 
to make if feasible by finan Ing thro igh the Governme ‘ni and picking 
up the losseach month? We tried that for 20 years. 

Mr. Knorr. I know that, but one has to look at the other side of 
the picture. 

Senator Matonr. What is the other side? 

Mr. Knorr. The other side is that the United States has also export 
industries which happen to be important. 
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Senator Matonr. That is so. How did we become exporters in 
these industries? For example, automobiles ¢ 

Mr. Knorr. In the last few decades. 

Senator Matone. We deliberately closed our production industries, 

Mr. Knorr. There are also farm export products. 

Senator Matonge. We cannot export a farm product unless we pick 


up the check. 
“Mr. KNORR. That is because ot the parity system. Through the 
parity system we sustain farm prices at a level at which we can no 


longer sell it in the outside world except by subsidizing. 

Senator Martone. If we did not have a parity system, when you 
pay $15 a day or $10 a day for a man’s work in the country, or 
whatever you pay—and a sheepherder costs us around $250 a month 
with his board—without the parity system you are still so far above 
the cost of production in other nations that there is no comparison, 

Mr. Knorr. I don’t think that is quite true, Senator, because the 
American worker in most industries is so much more productive than 
the foreign workers are. We know that is true in many industries. 

Senator Matong. How do we know that? 

Mr. Knorr. Because studies have been made, because we ean sell 
iutomobiles, let us say, in low-wage countries. Let us say we can 
sell locomotives in Japan, paying American workers in the locomo- 
tive industry a wage 10 times as high as the Japanese pay their 
workers. 

Senator Matonge. How long do you think that is going to prevail 
when we put our factories over there? Mr. Paul Hoffman is putting 
1 factory over there. 

Mr. Knorr. I don’t know anything about that. 

Senator Martone. Mr. Ford has 26 factories outside of this coun- 
try, and says, frankly, that with his assembly line methods, with 
his know-how, with his foremen and superintendents, and with low 
wages, he can beat them to death over here. and he is starting to do it. 

Mr. Knorr. Well, again, this is a particular case with which I am 
not familiar, but when you look at the picture as a whole I have a 
picture of this country as being just about the most progressive, eco 
nomically and industrially. It has more know-how. It forges ahead 
raster. 

Senator Matonr. Where is that know-how located ? 

Mr. Knorr. In the people. 

Senator Matonr. Right up here in the head, isn’t it? 

Mr. Knorr. Yes. 

Senator Matone. I have been in South Africa, and, being an engi 
neer, I have the know-how. I could have built a mill for chromite or 
manganese, and, had I not been in the Senate, I might have done so. 
What kind of a mill would I have built? The best in the world 
because it would have been the last one, and then I would have 
Lrought my shifters and superintendents from Colorado or Nevada. 

Mr. Kworr. But you would have to pay them high wages. 

Senator Martone. Just a minute. You could pay them higher 
wages, but they are the shifters and superintendents, and then the 
10-cent-a-day labor would work for them, and maybe it would take 
4 or 5 or 6 of those 40-cent-a-day people to make one good Irishman, 
but you can pay 10 or 12 of them and have 8 left. So you can produce 
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it cheaper, chromite and manganese, in a 40-cent-a-day labor area th 
you can in America no matter what you have here. 

You are talking historically speaking. You know, industry 
about half smart, and so are engineers. You are in my field now. Y: 
read the book and you say we have the mills. The other people 
not have them. But they have them just as quic kly as they can build 
them, and now we are in the process, in our tax manipulation, of 
lowering the income tax on income earned abroad so that they ca 
go over there with the cheap labor and make the stuff and send 
back here. then bring the money back. 

The evidence before our committee shows that in the Middle Ea 
oil companies, after the depletion allowance that they are allowed, « 
deduct the taxes paid in a foreign country in computing their United 
states income tax. 

It just happens that the taxes in that country are just about equal 
to what we would normally collect, and we do not get anything. 

Are you aware of all of those things ? 

Mr. Knorr. Not of all of those things. My knowledge is a very 
limited one. 

Senator Matone. ‘Then when you say that you conclude that wit 
our knowledge and know-how and machinery we can beat anyone 

Mr. Knorr. We are doing it right now, but not in every field. 

Senator Man ONE. We did do it by taking our factories there. 

Mr. Knorr. By the time they start that we start something bette: 
I have enough faith in this country that we will continue to do that. 

Senator Marone. You are out of the mineral business now. You 
know that? Where is your new method ¢ 

Mr. Knorr. The mineral business is a special business. 

Senator Mautone. You are out of the watch business and the crock 
ery business. Where is your special business there / 

Mr. Kworr. I will explain that, if I may. 

Senator Maton. Do you want to teach them a new business? 

Mr. Knorr. The mineral business is a very special one because 
there, first, you come up against the fact that higher grade deposits 
have often been exhausted. 

Senator Martone. They are not always higher grade. 

Mr. Knorr. Or conveniently located ones. 

Senator Matonr. No. They just have lower wages and taxes, 

Mr. Knorr. You think that is all? 

Senator Manone. It is not all, but it is a big item so that the con 
spiracy now with the free trade and the cutting off of the taxes in 
bringing the income back could be called a conspiracy to destroy the 
workingmen and the independent business of this country, and that 
is what it is doing. 

Mr. Knorr. Taking the watch business, it is quite clear that no 
country, including the United States can expect to be the most pro 
ductive in every field. This is obviously true. In fact, if a country 
were, there would be no reason to trade with anybody. There would 
be no rationale in trade. It couldn’t be done. 


The purpose of trade, as I see it, is that countries can have a higher 


standard of living if they concentrate a little bit on making those 
goods they can make best. 

Senator Matone. Is there any other nation that has a higher stand- 
ard of living than we have? 
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\ir. Knorr. I think the United States has the highest. 
Senator Martone. Let me give you another thought to take home 
. vou, and I think it will do you good. 

If | were a naturalized German in 1940, and I had been in World 

War La long time ago, L would be thankful for the kind of informa- 

I am about to give you. For 175 years this country preserved 
opportunities for an individual, the children growing up, becom- 
¢ of age, getting married, and raising families, and people changing 
sinesses. The people may be very poor, and most of us were when 

e started, and most of us still are in values of property and mone- 

ly. but any time you could, with the knowledge you acquired with 

iv education—and I am interested in your education—you are 
probably among the very top bracket of educated people in this coun- 

vou could enter any industry that you learned. Suppose it is 

«tuction of lumber or building materials. Suppose it is a mine, or 

ppose it is a bicyele factory, or a bookbinding shop, or just anything. 
If you could find a = in the United States of America for the last 
160 years until the last 15 where, paying the same wages that they 
every p lace else, and paying the same taxes that you pay every 
place else, with your raw material and transportation, all of your 

tors, you coul | figure it was feasible if you could get some people 

to put in the money and establish your business, and your appraisal 

of sonapesitlen was correct—you were in business; if they were in- 

correct you failed and lost your money. That is our American sys- 
and that opportunity for 160 years existed in this country. 

Do you know if it exists now ? If you want to go into business, you 
have to figure on what! Seventy other nations with 70 other stand- 
irds of living wages, what they can do to you, because tomorrow the 
State Department can put you out of business. 

Non we have become great, the most wealthy nation in the world, 

with the highest grade of materials. We have stripper wells 
running in Pennsylvania and Kansas on 2 barrels a day. We would 
laugh at that in some of these foreign countries, but we do it, and 
it op portunity existed he re. It does not exist now. You go out and 
trv it. You are up there on a salary, but you try to set up a business, 
[ do not care what business, and the State Department can put 

1 out tomorrow. 

Under the conditions under which you established your business 

i can be making a success, but under its great knowledge of the 


national good it may decide that it is better that Belgium bring in 
the tool steel instead of someone in Pittsburgh, or that it is better that 


Switzerland make the watches rather than somebody up in New Eng 
land. that it is better that South Africa produce zine or lead or coppe 
rather than someone in this country. And if it Says that it is for 
the national good you are out of business. It that what you want ? 

Mr. Knorr. I would like to s: ay two things about that. 

Senator Manone. I do not think you understand that. 

Mr. Knorr. I think I understood it. I think I have enough imagi- 


: 
4 nation to understand that. 
Senator Martone. It takes more than imagination. It takes experi- 
= ence in his country. 
d Mr. Knoor. I have never been in business. That is true. 
: Senator Marone. I can see that. 


Mr. Knoor. Therefore, it takes imagination. 
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But, Senator, you believe, I think, also in competition domesticall 
and many people are put out of business by domestic competition 
and you think that is right, or see nothing wrong with it because y: 
are for antitrust laws and so on. 

Senator Matone. I want their competition between our own States 

Mr. Knorr. The United States has, let us say, during the last 4 or 
5 years this is off our real subject exported more than she has in 
ported, In other words, we have competed with foreion producers 
more than the outside world has competed with us. 

Senator Matonr. In the first place, I want to reexamine that state 
ment because it is not true. What you are including is the money wi 
are exporting, and the war material we are exporting, and we cal 
it exports. 

Our chief export has been cash since World War II. I put a tabk 
in the Congressional Record 4 or 5 years ago that, when you take all 
the things you have exported, money, war material, and everything 
else, you are correct. sut it comes out of the taxpayer's pocket. lt 
is not products at all, and it runs about 10 or 11 percent. It has ru 
114, to 5 percent for 40 or 50 vears. 








When you, in an opposite column, set down what you give away 
and deduct, you are back to 414 or 514 percent. Did you know that? 

Mr. Kworr. I know that. 

Senator Matonr. What kind of trade are we talking about? You 
make that statement to an audience and nobody knows the difference 
and it is quite an argument, but it is not true. 

Mr. Knorr. I think it is still true by and large. 

Senator Martone. I wish you would write me a letter after you 
examine this on this subject. You get down and study this for youl 
own good. 

Mr. Kworr. I have actually studied it, and I teach it, too. 

Senator Martone. I know you teach it, and that is the dangerous 
thing in this country when you do not uncerstand that we give away 
$7 billion or $8 billion a year. 

Mr. Knorr. I understand that. 

Senator Matone. Did you deduct the $7 or $8 billion and the amount 
of war materials that we are giving away ¢ 

Mr. Knorr. Quite. 

Senator Martone. And we have still increased the foreign trade? 

Mr. Knorr. Yes. It is quite clear that when one country trades 
with the outside world, unless you give the money or lend the 
money—— 

Senator Matone. That is what we did. 

Mr. Knorr. Which is what we did, but we didn’t just give them 
money. We also lend money. 

Senator Martone. But we do not get any back. 

Several people told me over there when I was on my trip that 
“You should just continue lend-lease and not expect anything back 
because you know we get nothing back.” 

Mr. Knorr. In the long run I quite understand, because this is 
as clear as anything can be, that the value of your imports cannot 
be higher or lower than the value of your exports. They must be 
equal, 

Senator Matone. Unless experts interfere. Unless you have money 
to buy a thing you cannot buy it. I may need 2 or 3 suits of clothes 


« See. 
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‘ f I do not have the money and the bank will 1 rive it to me 
not buy, so that the exchange balances, if you let 
you interfere and give $7 billion a year to foreign nations to 
t and call it foreign trade, even I cannot take that. 
Mr. Knorr. I would not put it that way. 
Senator Martone. I do know that you did not put it that way, but 
it 1s true. 
Mr. Knorr. I am quite aware of the problem. 
Senator MALONE. Will you write me a letter af 
t particular thing, a letter just to me, not for the record. 
Mr. Kworr. I will try. 
Senator Martone. I wish you would because I know you are putting 
this information wherever you go, and I can only combat it on 
e Senate floor. I do that, and nobody wins the argument, but 
they win it in all the universities practically in America, for some 


ter you examine 


son. 
Now let us get on with this other thing. You write me that letter. 
[ simply cannot let the statement remain unchallenged that we have 
reased our foreign trade deducting what we have taken from 
e taxpayer. 
Now the great dollar shortage was not in Europe; it was in the 
; \merican taxpayer. We are the ones that pick up the check for 
$7 billion a year. We have a real shortage, in case you had not 
heard. The taxpayers are just about ready to rebel. 
Mr. Knorr. I know it. 1am one myself. 
Senator Mavone. It can run all right from a university or from 
Washington as long as you can get somebody to pick up the check. 
Mr. Knorr. The question of the foreign aid program is an entirely 
lifferent one. 
Senator Matone. If you want to argue that we should give it to 
them 
Mr. Knorr. I didn’t argue that. 
Senator MALONE. You are entitled to that conclusion. 
Mr. Knorr. All I would say is that if the United States Senate 
elieves it is not in the interest to give away any money it should not 
ve away any money. 
Senator Matonr. Now let us get to this thing that you helped build. 
Now should we have an advisory commission, and what should be its 
terms of reference? Now we have had the State Department officials 
iere before and I think they are entirely right, and I complimented 
e Assistant Secretary this morning on the vote that his man cast 
over there. But do you think we should have done it ? 
Mr. Kworr. I think it was entirely right for the United States 
to vote against it. I would have advised the United States Govern 
ent to vote against it if I had been asked. 
: Senator MAtone. You think it would injure us to enter into such 
an agreement ? | 
Mr. Knorr. I don’t think it would would injure the United States. 
[ cannot really see that it would injure the United States very much 
but, it not being in the United States interest to vote for, I would 
{ have advised the United States Government not to do it. 
s Senator Matonr. You do not think it is in our interest ? 
Mr. Knorr. No. And what is not in the United States interest 
should not be done by the United States Government. 


Pi A yn 
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Senator Matonr. God bless you for that statement. 

Mr. Knorr. On basic things we are obviously agreed. It is a ques- 
tion of instrumentalities here. 

Senator ManLone. If you could just study the effect of a $275 billion 
debt, a $260 billion increase in 20 years through W PA, PWA, two 
wars, preparation for war to keep prosperity, and giving away $: 
billion since World War II to increase this trade that you are talking 
about—— 

Mr. Knorr. That wasn’t done for that reason anyway. 

Senator Martone. Of course it was. 

Mr. Kworr. I don’t think so. 

Senator MaLone. It was to rehabilitate. That is what the Senat 
said, to rehabilitate industries in Europe and, of course, I said the 
and I say now, that they are arming Russia with the industries we 
build. All you have to do is pick up your daily press dispatches, 
But that is neither here nor there. We did that, but do not call it 
foreign trade. 

Mr. Knorr. I wouldn’t call that foreign trade, and I did not call it 
foreign trade. 

Senator Marone. To get this started, let me quote paragraph 273 of 
your report, Commodity Trade and Economic De velopment, by the 
United Nations expert: 

It seems to us that there is at present no effective international procedure for 
discussing and proposing action on the general problem of stabilization 
matter which transcends the problems of particular commodities. The present 
organization is directed toward piecemeal action, commodity by commodity. We 
do. not think that that is sufficient; a general and simultaneous approach to the 
problem of stability in its many aspects is required. 

It is possible that a gap in international organization has here arisen uninten 
tionally, in the absence of an international trade organization as envisaged in 
the Habana Charter. 

Now do you think that the gap was unintentional ? 

Mr. Knorr. Well, to answer that question I have to make a little 
detour, I began to explain at one time that I saw my main purpose to 
get out of this committee a group of very different people, are a 
which would be, well, as close to what I thought was right and what 
think would be good policy as possible, to prevent a report of the kind 
the assembly actually wanted, and I can prove that by quotations from 
this report. 

Now, what I often did in my own voting, in that committee—and 
this was a bargaining situation all the time, I can best explain by a 
story. You probably heard of—I have forgotten his name, but he was 
a labor mediator, and he said “You know what Ido. I always give th 
decision to one side and the language to the other.” 

There is a bit of wisdom in that, and I think I got my point adopted 
on many of what I considered important parts of this report. When it 
came to this chapter here, to this problem of establishing anothe 
piece of international machinery, I told them “I don’t think it will do 
any good, and I don’t think it willdo any harm. This is not a problem 
that can be solved by any international machinery, but if you want to 
have it, I will not dissent.” 

In a situation like that you sometimes have to give something, and 
here I was quite sure I gave something that was meaningless, that was 
only language. 
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ul recommendation, Senator, I must point out, 1s not the 1 ‘esolution 
was actually adopted. It is quite a different thing from what we 
cgested here. 
ator Matone. Here is paragraph 274: 


therefore propose that the Economic and Social Counce should establish 

tergovernmental commission, which we will refer to as the Trade Stabiliza- 

Commission. In order to provide permanent represent on for the most 

int trading countries and an adequate rotation of representation for the 
es 


\ir. Knorr. Well, what we had in mind- 
senator MALONE. You established what they wanted established, 
that was an international organization to take the place ot 
rnational trade organization. 
\ir. Knorr. Nothing like that. 
Senator Martone. That is what it says here. 
Mr. Knorr. What we had in mind there, and I think it is quite in 
eping with the language, is that you would have a body advisory 
the Economie and Social Council which would consult with each 
er on and discuss raw materials markets, and make suggestions or 
posals to the Economie and Social Council about action. 
Senator Martone. Is there anybody on that commission that has 
r traded actually in commodities or knows anything about them 4 
\ir. Knorr. I don’t think so. I don’t think it would have made a 
ference. In any case, it has never done any harm to anybody for a 
croup to get together and discuss a problem and consult and make 
egestions. The question is whether these suggestions will be 
adopted. 
Senator Martone. By whom did they have to be adopted? 
Mr. Knorr. Well, that is the point. The Economic and Social 
Council can adopt as many resolutions as it wants. All it can do is, 
ts turn, recommend to member countries that they do such and 
ich, and these member countries don’t have to do it. 
Senator Matone. But they all profit except us. 
Mr. Knorr. Nobody profits if nothing happens, if nothing is done. 
Senator Martone. But obviously something has been done and they 
in now continue the organization without us. 
\Lr. Kworr. What has been done ? 
Senator MALONE. They passed a resolution regardless of our vote. 
will go ahead evidently with an international organization. 
Mr. Knorr. Now, if you compare, Senator, the resolution which 
e Assembly passed wid our recommendation you baa see that this 
\ atti ferent thing. You see, this i very different because tl 
he parity scheme in there again which we threw out. This is not 
at we recommended at all. 
Senator Matonr. Is this the resolution that actually passed ? 
Mr. Knorr. That is the resolution they actually passed which I 
would never sign. This is harmless in here. This is not. 
Senator Matone. But they passed this one. 
Mr. Kworr. They passed this one. 
Senator Martone. And the forerunner was the thing you passed. 
Mr. Knorr. But this is completely nated in principle to what 
we said. 
Senator Martone. Dr. Knorr, I want to say something to you. 


t 
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In a way the Senate of the United States and the Congress of t 
United States is the buffer for the people of the country ag rainst t 
theorists that are honest in their opinions, no doubt, but Sit the ‘re 


this armchair on a soft cushion, and mostly in air-conditioned offices 


now, and everything is wonderful. Also then against nations we ar 


the buffer, nations that would profit by gaining a piece of our mark 
ind a source of our wealth. 

Mr. Knorr. Well, my feeling there was, and still is, that if I ha 
not been on the committee somebody else would have been on it, at 
it might have been a report which was the worse for that. 

Senator Martone. I have heard that, too. Do you know what soi 
people do? They advance the theory that if I do not vote for th 
queer stuff that is going on and then my people defeat me that some 
body comes in that will be worse than I would be, so I should vote fo 
staying off. I do not believe that. I think if you had come righ 
out and stated your views as you have here today it would be bette: 

Mr. Kworr. I have. 

Senator Matonr. No; you did not go against this; you modified 

Mr. Knorr. Let me read you one statement. For example, I mac 
a statement a little while ago which you liked very highly, that wi 
should not mix trade and aid. 

I mean, I can show you the statements. 

Senator Martone. I read your statement here, and it says: 


The present organization is directed toward piecemeal action, commodity by 
I I y 0 


t 


commodity. We do not think that this is sufficient; a general and simultaneous 


approach to the problem of stability in its many aspects is required. It 


Havana Charter. 


You recognize that if that had been adopted this would not be 


necessary. Now in 274 you say: 


possible that a gap in international organization has here arisen unintentionally, 
through the absence of an international trade organization as envisaged in the 


We therefore propose that the economic and social council should establish an 
intergovernmental commission, which we will refer to as the Trade Stabilization 
Commission. In order to provide permanent representation for the most im- 
portant trading countries and an adequate rotation of representation for the 


others, it would probably be necessary to have 8 or 9 member governments. 


I know what you said, and it paved the way for this resolution right 


here. 

Mr. Kworr. I have told you before that this is a compromis¢ 
document. 

Senator Matonr. I understand that, but you signed it. 

Mr. Knorr. I signed it, and I am not sorry I did sign it. 

Senator Matonr. Let me read you another one, 278 : 


The work of the Commission would involve exchanges of views between gov- 


ernments on possible types of action to which they may not wish to appear pub 
licly committed; and there is a very real risk that premature knowledge of the 


Commission’s deliberations would produce harmful effects in the commodity 
markets. We therefore recommend that, contrary to usual United Nations 
practice, the Commission should meet in closed session except when it decides 
otherwise. We would expect that, in addition to the formal meetings, occasions 


would be required for informal exchanges of view among the representatives of 


the member governments, meeting in private. 
I will tell you what is wrong with it. 
Mr. Knorr. I can tell you why that was put in. This was put in 
because if Government representatives, which would be on this Com- 
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ssion, supposing a commission of this kind were established, would 
rve consulted on what might be done in case the bottom would fall out 
f all the primary materials markets, speculators would not have any 
lvance notice of the policy. 
Senator Martone. Are you naive enough that you feel you can meet 
vith those representatives, and no information will seep out of here ? 
Mr. Knorr. Iam not. In fact, I am so little naive that I knew this 
ole recommendation is meaningless. 
nator Martone. I disagree with you, it is the foundation of the 
\ing they passed. 
Mr. Kworr. I know full well this isa problem. I see nothing wrong 
with the fact that people should discuss a problem, and I knew full 
ll that if the Government of this country and other countries had 
nted a committee of this kind, had seen a need for it, they would 
ive established one long ago. They will not establish one just because 
few experts say so. J thought this is some thing innocuous that I can 
vo along on with the rest of the committee because they wanted it very 
idly. I thought that this is harmless, and I still think it is. 
Senator Martone. You laid the foundation so that when the outfit 


Mr. Knorr. Anybody could have told them this is not the thing. 

Senator Matonr. This has been recommended, and they tried to put 
eeth init. They used you as a stepping stone. 

Mr. Knorr. I had nothing to do with this, and this is not what we 
I’¢ ne 

nator Martone. They just used you as a stepping stone. 

Now this is paragraph 109 of your report. It is taken by your group 
from the Paley Commission: 

The Commission believes that, on balance, the international arrangements 

t hold the greatest promise for stabilizing materials markets and, at the same 

e, for promoting the increased production of materials that the future will 

mand are the multilateral contract type of agreement and buffer stock agree- 

ents either without or with quota provisions on exports or production. The 
ropriate mechanism for particular problems must be decided case by case 

In other words, you have laid the foundation there to limit the 
exports or imports of the Nation. Was that just a compromise that 
meant nothing? 

Mr. Knorr. What we have done, and this is qualified in many other 
statements, we have looked at different kinds of international stabili- 
zation agreements. Well, first of all we did agree that there is a 
problem. There is a problem of extreme instability in materials 

irkets, 

Senator Martone. That is the reason they hire engineers and the 
reason they hire lawyers and the reason they do that is because there 
are problems. 

Mr. Knorr. This is the problem as we saw it. We were concerned 
\ — extreme ups and downs of prices. We thought differently from 

» Assemb ly. The Assemb ly wanted these averages to be controlled 

f r purposes of income distribution, which we were against. What 

we were concerned with were these extreme ups and downs, and we 

thought that if you could find arrangements that would promise to 

work properly, that. would, let us say, keep these fluctuations within 

this range without interfering with the long-run price of the markef, 
this would be all to the food. 
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I did believe so and still do. The question is whether such arrang 
ments can be found and about that I am skeptical. About this we do 
not know nearly enough to give a definitive answer. We came, in th 
group, to the conclusion that quota agreements of the cartel type would 
not and we declared so in this re port. We looked at the Internatio 
Wheat Agreement type and said that there are certain things to 
said for it, and then I can quote if you like, there are a lot of thin, 
to be said against it. 

Senator Matonr. Go ahead and tell us. 

Mr. Knorr. All right. 

Senator Matone. This does not mean anything, this report. 

Mr. Knorr. You want my personal opinion rather than what is 
the report? This is not my book. 

Senator Matone. You say the book does not mean anything, ar 
you signed it hecause it WAS & compromise. 

Mr. Kworr. I said this about the last chapter and not the whol 
thing. I would like to read to you some statements as you have don 
to me because they are all kind of pulled out of context, which is not a 
entirely fair procedure. 

Senator Matonr. Why do you not tell us? 

Mr. Knorr. The International Wheat Agreement, let me tell y« 
what I believe about the International Wheat Agreement. I say about 
the International Wheat Agreement I would be extremely ske ptical 
that we could have m: iny agreements of this type either in wheat Ol 
elsewhere ; that, however, there are certain advantages to this type of 
agreement as an insurance agreement if you can pre vent extreme pr 1c¢ 
falls or extreme price rises, this may be an insurance feature that may 
at times be favorable to the exporting countries and at times to the 
importing countries. There are disadvantages, however, to doing si 
There are great disadvantages to doing so. When you adopt a policy 
there is always a cost, and I do not mean just money costs 

Senator Matonr. Somebody has to put it up. 

Mr. Knorr. In the wheat agreement there is not much of a finance 
problem. 

Senator Martone. Well, it does not work: you say that yourself. 

Mr. Knorr. The costs are of a different kind. The costs are that 
vou may be interfering with the distribution of wheat produc tion in 
this country or the world over in an undesirable way. This may be 
your cost. If this turns out to be your cost, and it is too high, throw 
the wheat agreement out of the window. I say that I am skeptical that 
much can be done with an International Wheat Aaeéiident type of 
urrangement, but we have not collected enough experience with it, and 
I say look into it, let us watch and see what happens during this cu 
rent period. 

If it does not work out, the next time around we do not have to renew 
it, and we do not have to apply it to other commodities unless we want 
to experiment further 

Senator Matonr. We did not have to renew it this time, knowing 
that it does not work. 

Mr. Knorr. How did we know it would not work ? 

Senator Martone. You have had it for some time, have you not? 

Mr. Knorr. I am not quite sure that the purpose of the Interna 
tional Wheat Agreement that you have in mind is the one that the 
authors had in mind. 
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itor Martone. You see, England did not sign it. They were too 
for that because they knew they would get the wheat cheaper, 

h is a practical reason. 
Knorr. They were willing, however, to come in if the United 
States uae not insisted on so high a price. The British figured that 


at pric e was coiling to go down. i. hey were willing to commit 
selves to pay such and such a price, but the United States insisted 
1 ole Yr pr ice, an il the re was a lot of hageln og, and ] think a dif 
of 5or 10 cents prevented agreement 
- atone Mice. If we could pay, hire someone in England, a pra 
man that knows just what international trade is founded on, it 


ld be worth $1 billiona year. 

\ir. Knorr. The British have made many mistakes with these 
ements. In this case they may win. I know in many cases after 
war, when prices were going down. they committed themselves to 

cher prices, and they would have done much better without these 
v-term contracts. On the whole, they probably have lost more than 
eained. 

Senator Martone. What are some of the things in favor of these 
eements ¢ 

Mr. Knorr. The only thing I see in favor of these agreements is an 
irance feature: that an exporting country can be sure that the 
e of wheat, while it may fall a great deal, will not fall to a catas- 

rophically low level; that is an advantage. An importing country 
be sure that the price of wheat, while it may rise a great deal, w ill 
rise to a level that would be catastrophical from its point of view. 
| an insurance, a compromise. 

Senator Martone. How do you guarantee it ? 

Mr. Knorr. How do you mean, guarantee it, you mean whether the 
ntries would actually pay it? 

Senator MaLone. Yes. 

Mr. Knorr. According to the agreement, an importing country 
vould have, even if the wheat price would fall let us say to a dollar 
i bushel, they would import such and such a quantity at $1.20. That 

what they would have to do because that is what they agreed to do 

the agreement. 

Senator Martone. Do you have any record of any of them ever doing 
? if / 

Mr. Knorr. It has not happened because prices have been going up. 
Recently they have gone down. They can go down quite a ways 
before the extreme points are touched. 

Senator Maronr. Who fixes the limit of fluctuation ? 

Mr. Knorr. The limits are fixed by the countries when they work 
out the agreement. 

Senator Matonr. Well. they have a new agreement each year and 
fix a new limit up and down, do they not ? 

Mr. Kworr. I think it is three years. 

Senator MAtone. Three years? 

Mr. Knorr. The agreement was renewed for a three-year period 
I think. 

Senator Matonr. Then they would have to meet and determine what 
for that 3-year period the limit up and down is going to be? 

Mr. Knorr. That is correct. 
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Senator Martone. Who picks up ‘the check in case the limit goi o 
down is exceeded ? 
Mr. Knorr. That depends on what the market does. If the market 
goes down the importing countries will have to pick up the check. 
Senator Martone. I am talking about the low period. Who picks up 
the check then ? 
Mr. Knorr. If prices go very low ? 
Senator Manone. Yes. 


Mr. Knorr. The importing countries do. 
Senator Martone. They just get it cheaper. 
Mr. Knorr. Oh, no, that is the point. If your price falls below, let 
us say this limit, they do not get it at this low price, they hie: to 
pay this higher price for a specified quantity. ; 
Senator Martone. Is there any record of any nation ever paying 
above the market price in any agreement that they have ever made ? 
Mr. Knorr. Well, I am not really familiar with what has hay 
pened to the wheat market recently. r 
Senator Martone. Other agreements. 
Mr. Knorr. You have never had this kind of agreement before ex | 
cept with wheat, and with wheat it happened that during most of 
the period since the war the price has been going up rather tha 
down. 
Senator Matone. You know that in wheat and cotton they are nov . 
getting machinery and using our methods and increasing their acreage t 


to an alarming extent, do you not, to an extent that is alarming ' 

fo any agreement / 
Mr. Knorr. I do not quite see the bearing of that. i 
Senator Martone. Whenever you guarantee the price like we did Q 

on potatoes one time? 
Mr. Kworr. Yes. 
Senator Martone. Everybody knows that if you guarantee a profit 

everybody is going into it and potatoes were 10 feet deep betwee 

here and San Francisco if they had been spread out. We had to 

back out of it, paint them green, feed them to the hogs, and so forth. 

Is that not about the end of all aggreements like that ? 
Mr. Kworr. I hope not. 


Senator Matonr. You hope not? 
Mr. Kworr. These kinds of agreements should not be made. 
Senator Martone. You do not believe in these agreements at all? 


Mr. Knorr. I think there are types of agreements in certain situa- 
tions where it may be to the advantage of different countries to go in 
for them, but I am very skeptical of anything like a parity scheme 
kind of agreement. 

Senator Martone. There is a paragraph here which I would like to 
read, 107 on page 34: 


A further impulse toward the establishment of buffer stocks is contained in 
the report of the United States President’s Materials Policy Commission. 

“The violent fluctuations subject industrial nations to economic difficulty since 
periodically they have to pay excessive prices to overcome shortages of materials 
and thus, at the root of all production, encounter a potent inflationary force 
Even greater injury is caused to the economies of resource countries which 
often depend heavily on the marketing of a few materials. Short-term and vio 
lent boom-and-bust cycles cause unemployment, severe declines in their revenues 
foreign exchange and balance of trade positions, all of which hinder them ir 
planning and carrying through balanced programs.” 
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No one doubts the truth of that matter. The silly things that are 
inced to cure it are the things that people object to. They have 
ered us for 2,000 years. You see, it seems that you endorse this 

tfer stock setup. 

Mr. Kworr. I do not. 

Senator Martone. You quote from pages $3 and 90 of the first volume 

of the Paley Commission report to support your recommendation. 

Mr. Paley appeared before our committee on April 9, 1954, and I asked 

about the buffer stock recommendation, and this is what he said: 


t 


Senator, I am not recommending the recommendation of the buffer type of 
rol as I have repeated 2 or 3 times today I said I had very serious mis- 
gs about it. I think it would be a mistake if it were introduced. I think 

would be at times at least in contradiction to the free price competitive 
1 which we have relied on successfully during the many years of our 
strial growth. 

Of course, it is contradictory, but all through your report, you are 

commending new commissions and buffer stocks and various things, 

d they use this as a base to pass the thing that even you do not want. 
Here is Paley, who wrote five volumes that cost $1 million, and had 
very good data. 

Mr. Kworr. It is a useful report for many things. 

Senator Matone. Very good data, I am not through with it, but it 
was used to teach the people of this country that we cannot produce 
hese materials, we must bring them in. Now they are using it over 
it West Point. Iam not finished with that yet. 

Now they quit that after we discovered the book. Now they have 
Mr. Paley asa textbook. They will have this book of yours over there 
and then this resolution passed by the United Nations, and we have 
hundreds of experts all over the United States teaching that the 
United Nations 1s the policy we must follow. 

We did pass an act here making them put the American flag up 

ove it, and it took a little while to do that. 

Do you not think there is a great deal of danger in reports such 
as the Paley report and your own report which is in circualtion after 

authors may have changed their mind and I must say it is a 
easant surprise to me that you yourself do not believe it. 


: Mr. Knorr. As far as this particular final recommendation—— 
Senator Martone. The final recommendation is what everybody else 
l'¢ ids. 


Mr. Knorr. But all these recommendations amount to is why do you 
iot set up another committee and have these people discuss the prob- 
lem. This is the way to bury a problem decently, I think. 

Senator Martone. And you think this one ought to be buried ? 

Mr. Knorr. And it will be. I am confident of that. 

Senator Matonr. You have paid for your report rig 
that statement. It is worth an afternoon’s work. 

Why do you not run for the Senate up there? 

Mr. Knorr. I am not even born in this country. 

Senator Martone. The only office you are barred from is that of 
President. 

Mr. Knorr. Yes; that is true. 

Senator Matone. You would bea very valuable addition down here 

Congress, because I believe fundamentally you are all right. 


ht now with 
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Mr. Knorr. But professors generally do not do very well 
politics. 

Senator Martone. Neither do engineers. The only thing I would dis 
agree with you on now is that you should not—in this thing you ought 
to have made a minority report and put down exactly what you t 
me today that you believe. 

Mr. Knorr. I did consider that, but I felt it was much better 
for me to get the other members of the committee around 
view, making certain compromises. 

Senator MaLonr. Nothing to indicate here that you believe a 
different than this report until your testimony here today, whi 
has been very enlightening. 

Now I am going to read paragraph 81 of your report, page 26, 
follows: 


We indeed find it necessary to point to some further effects of Government 
bargaining on primary commodity prices. There are strong grounds for assum 
ing that in such bargaining, viewing periods of commodity searcity along with 
periods of commodity abundance, the bargaining power of the underdeveloped 
countries tends to be inferior to that of the industrial countries. This inferio 
ity is likely to prevail because the economically underdeveloped countries cannot 
afford to carry large commodity stocks so easily as the industrial countries; 
because they require prompt receipt of income and foreign exchange for the 
export product; because their vulnerability to instability in primary product 
markets makes them even more interested in international stabilization measures 
than the industrial countries are; in short, because they are economically un 
derdeveloped. The widespread adoption of international stabilization measures 
must inevitably increase the extent to which primary commodity prices ar 
nfluenced by Government bargaining. To the extent that the bargaining 

rength of the underdeveloped countries is exceeded by that of the industria 
countries in actual bargaining situations, the latter countries would enjoy ar 


edge of influence in the negotiation and renegotiation of commodity stabiliza 
tion arrangements Should they exploit this superiority the economically 


underdeveloped countries would not only suffer an unfair disadvantage, they 
might also find it necessary to decide that stability would be bought at too hig! 
a price 

Now, would it not be much better to get the Government out of con 
modity markets rather than set up new controls and allow the law of 
supply and demand to operate? 

Mr. Knorr. Now this is an excellent illustration, and let me tell you 
that I personally wrote paragraphs 74 to 83. 

Senator Matonr. You do not agree with 81? 

Mr. Knorr. I do not disagree with it. 

Senator Martone. You do agree with it? 

Mr. Knorr. Yes, I do, but let me explain what it means in my opin- 
ion. Now you have to look at this whole section, which is entitled 
“Signposts for Remedial Action,” from 74 to 83 as a whole. Now if 
you read this in sequence you will see that from 75 to 79 I throw out 
what the assembly wanted us to do, namely, to monkey around with 
fair and equitable prices. 

Senator Marone. And to include distribution or what they call en- 
titlement for consumption. 

Mr. Knorr. We threw it out by all these words here. For example, 
in 79 we say, and this was signed by all the members of the commit- 
tee, “It is our conviction that it is preferable not to mix ‘trade’ with — | 
‘aid’.” 

Senator Martone. Why do we have aid in the first place ? 
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IX NORR. We do not recommend aid in here. Seventy six starts 
follows: 
, viewing the world as a whole, one condition of growth is surely that pro- 
ve resources should be allocated efficiently and, hence, that this allocation 
be adapted as quickly and as fully as possible to fundamental long-run 
ves in the conditions of supply and demand. 
Phat is, the free market. 
mg as no alternative means exists for signaling and stimulating the re- 
| changes in resource use, we affirm that long-term changes in the price re- 
ship between commodities must be permitted to perform this function as 
they can, 
In other words, here we tell the Assembly, “You are all wet about 
r fair and equitable prices.” The free market ought to decide how 
ources are to be allocated. 
Senator Matonr. That is section 80? 
Mr. Knorr. This is all the way from 75 to 79. Then, in the last 
ragraphs all we are saying there—— 
Senator Matone. That is 83? 
Mr. Knorr. Yes. In other words, we traded, you might say, in a 
er of speaking, some sentences in 80 and 81 for the real commit- 
nt in the paragraphs from 75 to 79. 
Well, Senator, this is the way these things are done. You know that 
en vou work out a compromise you try to get the best bargain for 
side. 
nator Matonr. I do not know anything about compromising a 
ciple that will kill the country I live in. 
Mr. Knorr. I would compromise no principle; you cannot show me 


I did. 
Senator Matone. I did. You do recommend these organizations be 
et up ¢ 


Mr. Knorr. This recommended organization is meaningless. 

Senator Martone. I am glad you made that entirely clear, and I 
t] — again you have paid your way to the committee. We know that, 

the people do not know it. The New York Times and the news- 
papers de the country and the columnists take a thing like you have 
ult here and pick out the things that are favorable to the distribution 

f f wealth of America and use them and sell our people on them, in our 
s( hools. 

Now let me say something to you. Ever since World War II we 
have been persuaded to buy foreign trade. That is the reason why 
| wanted you to reexamine your figures, deducting the seven or eight 

illion dollars a year that we put out from foreign trade and see aikere 
you land. So you say here, “It is our conviction that it is preferable 
ot to mix ‘trade’ with ‘aid’.’ 

Do you know where that slogan came from? 

Mr. Knorr. I think it was Rab Butler. 

Senator Matone. You are right. I pinned it on him 2 years ago, 

nd he 1s smart. They also created ret iprocal trade, and it is not 
reciprocal and was never intended to be, but as es as you can feed the 
\merican people, the taxpayers, slogans like that it has been very 
effective. Dollar shortage. The only dollar shortage that ever 
eX] ted was that of the American taxpayer, and he was prepared to buy 
.bonds, and that is the reason that we could raise money to make up the 
deficit in foreign trade. 
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Mr. Knorr. I do not know. 
Senator Martone. Iam telling you. Now 79, here is what you say 


It is our conviction that the Government ought not to mix trade with aid. 


Iam glad you said that. That is good enough. I think it is a good 
note to close it down on. 


If aid is to be extended by the advanced to the economically less developed 


countries-—and this in our opinion is in the interests of all—it should prefer 
ably be given by means that will not distort the flow of trade or the long-ru 
trend of prices. The function of these prices is to reflect changes in the under 
lying conditions of supply and demand and to promote an allocation of produc- 
tive resources that maximizes world economic growth. 


It means the distribution of the wealth of America to the less for 
tunate countries; it could mean nothing else, could it? 

Mr. Knorr. Yes. 

Senator MALone (reading) : 

And this in our opinion is in the interests of all. It should preferably b 
given by means that will not distort the flow of trade or the long-run trend o 
prices 

You could not believe that with the other statements you have 
made to me. 

Mr. Knorr. I do. 

Senator Martone. “If aid is to be extended, and this in our opinion 
is in the interests of us all,” you believe that we should divide ow 
wealth with all the nations of the world that have a lesser living 
standard ? 

Mr. Kworr. I do believe this much, that under certain circum 
stances it is in the interest of the United States to give aid to foreign 
countries. I do believe that, but I do not believe in mixing—— 

Senator Martone. What are the circumstances ? 

Mr. Knorr. We may have to buy an ally. I am not talking about 
particular cases. 

Senator Martone. Can you? 

Mr. Knorr. I do not make foreign policy. 

Senator Matonr. Can you? 

Mr. Knorr. Sometimes you can. 

Senator Martone. Where? 

Mr. Knorr. Or sometimes you have to support an ally. 

Senator Martone. Can you? 

Mr. Knorr. Sometimes. 

Senator Matonr. You are what we call a neutralist. 

Mr. Knorr. Not all countries. There are some I would not trust, 
I will admit, and I am not going to mention any, but that is where 
you are going to be smart. 

Senator Matonn. You are going to become a good professor one 
of these days. 

Mr. Knorr. I hope I am not a bad one now. I do believe, for ex 
ample, that sometimes you want to support a party or ruling group 
in a country because it is in your interests to do so. In other words, 
aid may be a good investment when it is in your interests that some 
thing happens some place, but only if you can be sure. 

Senator Martone. How can you be sure? 

Mr. Knorr. You cannot be entirely sure, but if it is reasonable to 
expect that by giving such aid you can achieve your purpose, 
then I would say do it, if you have no better alternative. You would 
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t. too, if you were Foreign Secretary, Senator Malone; you would 
he doing it, too. 

Senator MALONE. Of course, that is not true. 

Mr. Kworr. Not all that has been done. 

Senator Mauone. I will tell you why. Could I tell you why? No 

ition ever keeps any agreement in the long run when the chips go 

vn in an all-out war except when it is to the interests of that nation 
juse No one can commit it. Where are the pacts we signed—the 
Kellog Pact, the Dawes Pact, 101 pacts we have signed, and now we 

e signing pacts every time we catch two or more citizens throughout 
the world, and we sign a pact. 

Mr. Knorr. I agree. 

Senator Matonr. Let me tell you. I have an interest in you now 
because I think fundamentally you are sound. When the chips go 
down you do not have to have agreements. Whatever nation’s inter- 
ests are with you will be with you. Whatever nation’s interests are 
aguinst you will be against you; that is the history of the world for 
2.000 years. ’ 

Mr. Knorr. I agree with that. 

Senator Martone. Then why do you say you have to buy them? 

Mr. Knorr. W ith one little difference, that some nations think they 
owe it to their self-respect to keep the agreements they have made. 
Not all of them do, but there are some who do, and you have to know 
which ones they are. 

Senator Martone. Well, we had one that tried to pay its debt and 
lid not do a very good job of it, and we cannot even send them a mes 
senger now, just one. That is all we ever had out of the whole 70 of 
tnem. 

Mr. Knorr. You mean Finland? 

Senator Marong. Yes. We do not blame the other nations; we 
just blame our own people for trying to fool our a into think- 

g that they are making agreements which will protect us and keep 
us out of war, which on the face of it are against all economic situ- 
ations and problems and impossible to keep. Where do you think 
Japan has to trade when we quit supporting them by sending mon y 


through Korea and Indochina? They have to trade with Manchuria 
and China, They have to buy their raw materials and sell the stuff 


to them. 

It does not matter who controls them; they are going to do that. 
[ want you to remember what I said. ; 

Mr. Kworr. There is a great deal of wisdom in that. 

Senator Matonr. It is a necessity. We cannot support Japan any 
more than we can support Eng): and contin ually. We are paying the 
taxes of France, and they have no government. 

Mr. Knorr. Nobody in his right mind should say that we can do 
this. ' 

Senator Matonr. Why, of course. Now you are on one side or the 
other, either you want to divide the wealth of the United States—— 

Mr. Knorr. That is precisely what we came out against. 

Senator Martone. Help the so-called underdeveloped nations and 
mostly you are helping the areas of the raw material producing na- 
tions which are under the empire-minded nations and the colonial 
slavery nations, and we are giving them a choice in Indochina to- 
night of going Communist or being kept under colonial slavery wit) 
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France. All the people I saw when I was in Saigon in Indocl 
in 1948, I believe, understood colonial slavery and did not understand 
communism. However, they knew it could not be worse. 

Mr. Knorr. It is a terrible problem. 

Senator Manone. So we are forcing it on them, and we are the o 
who in 1776 broke away with the Boston Tea Party, from the v: 
same thing. 

I want to thank you very much for coming down here. 

Mr. Knorr. Not at all. 

Senator MaLone. : our testimony will be furnished you, and I ho 
that you will complete it in any respect you see fit, give us your r 
slant on things so we can understand it because frankly we have n 
understood your report. I have found an entirely different kind 
man than I expected to see, 

Mr. Kworr. Well, you see what they wanted us to do really, t 
Assembly, the majority was to propose a scheme that would force t 
United States to pay more for imported products than they are pay 
ing; that is what they were really after. 

Senator Martone. Of course. Just one paragr: iph 1 s all that y 
need to say that. In other words, Uncle never wins, and whenev: 
we go down economically, which is in the cards if we keep this up, 
Uncle has no Uncle. It is about time we started to look at the hok 
eard, 

Mr. Kworr. I would not go that far; I think this country h 
friends, can have friends. 

Senator Matone. Do you make friends by dividing your wealt] 

Mr. Kworr. No, I do not say that. You would not make friends 
that way. 

Senator Matonge. Why did you come to this country to start wit! 
because you could not make a living in the old country. It has not 
changed. 

Mr. Knorr. Most of them. 

Senator Matone. They have a very rich and a very poor. Ove 
here we have been able to fix it so men like you and I can live and 
walk down the streets, go into the same restaurants and see the same 
shows, and nobody knows whether you have money or not. You know 
what would happen if you were to go back to the old system. You 
do not want to go back, ‘and I do not want you to go bac k, Let us not 
sell that system to this country. 

Mr. Kworr. I do not want to. 

Senator Matonr. Inadvertently or any other way. If I were you 
and this advice is probably worth just about what it costs, which 
nothing, I would write a script of some kind saying what you have 
said in this hearing today, that you do not believe a thing that they 
put up to you, and you tried to defeat it and you thought you ha 
but you find it is being misunderstood by people that can read pretty 
well and normally have a reputation of understanding what they read. 

Mr. Knorr. To tell you the truth, I did not even know what hap- 
pened. I did not follow this thing any more, and only when Mr. 
Adlerman telephoned me a few days ago did I get hold of the resolu 
tion and saw what they had done. 

Senator Martone. You know now they did not follow your advice 
that you thought you had given them. 

Mr. Knorr. I know. 
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senator MALone. I will say again what in my opinion they did 

\ir. KNorr. I do not think any harm will come of it. 

“ ator MALONE, Not if we can prevent it, speaking Tor one Sel 
I want to Say to you they use men like you as a stepping stone 
iote what is good for their purpose. 

i IK NOR R, People always quote you oul of contex xt. but even if 
ixconomic and Social Council adopted this resolution against the 
f the United States, the United Kingdom, France, I think No 
da few other countries, it would not make much difference 


se the Economic and Social Council has no power to make the 
ed States do anything. 
Senator MALONE. You saw what Mr. Paley said, that we are boun: 
\ finally we get so far away from the dog that bit us that 


t go back to find out the truth of it. We do not quote oul books : 
te their own books. Did you hear that today ? 
Knorr. It happens. , 
Senator MALone. In other words, I just come back to the one 
irk, many of them learn their economics trom reading the books 
write or the books their associates write without experience, and 
begin to cite it as sound economics. In the engineering business 
ive an axiom or a basis for operation that nothing you can do 
your computation will be any nearer accurate than your assump 
except by accident. 


Knorr. I think there is a great deal of truth in that as far as 
economics goes. It depends on your premises 

Senator MALONE. If you work on a false foundation your building 

t to fall over even if the rest of it is perfect; that is what you 


n this book today. 
Mr. Kworr. While there is a lot of useless and false theory, good 
ory should never conflict with good common sense. It should 
ly refined common sense, and then it is very useful. 
Senator Martone. I have only been here as a Senator for 8 years. 
I was a State engineer when we built what is now Hoover Dam. |] 
e here on the Central Valley project, and I was consulting enginee! 
iat project. There is more education in Washington today and 
scommon horse sense than in any place I have ever been. Is that of 
erest to you! 
Mir. Kworr. It isan awfully large place. 
Senator Manone. It 1s; itis too large. What we should do is move 
Government away from it a while. 
\ir. Kworr. I do think, Senator, that sometimes Americans unde1 
mate themselves. They feel that when they have dealings with 
oners they do not do very well. It cert tinly need not be true. 
Senator MaLonr. We had a great humorist, and his favorite saying 
“We never lose a war or wina samaieae e 
Mr. Knorr. Let us keep it that way. 
Senator Martone. If we could get men like you to have the time to 
o work like this to keep us out of trouble rather than to get us into 
t would be worth while. I know now you did not intend to do it, 
it in reading your book I admit they had a foundation. 
Mr. Knorr. If I would write a book on this, this would not be the 
book. Itisa compromise where you do give a little here to get a little 
there, 
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Senator MALone. In your own evidence you tried to defeat what 
tried todo. In your own interpretation you did. 

Mr. Knorr. In my own conscience I did not compromise on anything 
that was mportant. 

Senator Martone. It has been nice to talk with you. 

{ Whereupon, at 6:20 p. m., the subcommittee recessed subje { 





ill of the Chair. 
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SECRETARY-GENERAL’S PREFACE 


This report on commodity trade and economic development was 
prepared by a group of five experts whom I appointed under General Assen 
bly resolution 623 (VII) to consider the subject of that resolution and pre- 
pare practical proposals for consideration by the Economic and Social 
Council. 


The report represents the unanimous view of its authors who acted 
in their personal capacities and whose recommendations are put forward 
on their own responsibility. 

The group was composed of the following: Charles F. Carter, 
Professor of Applied Economics at The Queen’s University, Belfast; 
Sumitro Djojohadikusumo, Professor of Economics, Djakarta School of 
Economics, University of Indonesia; J. Goudriaan, Professor of Business 
Economics at Pretoria University; Klaus Knorr, Associate Professor of 
Public and International Affairs, Woodrow Wilson School, Princeton 
University; and Francisco Garcia Olano, Director del Centro de Investi 
gaciones de la Escuela Superior de Economia, Buenos Aires. At the 
invitation of the group, Professor Goudriaan acted as Chairman. 

The group has emphasized in its report the great degree of mutuality 
of interest which exists in the matter of trade between the under-developed 
and the more developed countries. The report also reviews the wide spectrum 
of measures to be considered in dealing with the general problem of 
instability—whether from the monetary or the commodity viewpoint—a 
spectrum ranging from national measures dealing with a single commodity 
to internationally concerted policies over a broad field. The report can, | 
believe, contribute to harmonizing the views of governments on practical 
measures based on mutual interest. It will thus serve purposes essential for 
the success of the work of the United Nations. 


On behalf of the United Nations I wish to express high appreciation 
to the members of the group for their contribution. 


Dag HAMMARSKJOLD 
Secretary-General 


24 November 1953 
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LETTER OF TRANSMITTAL TO THE SECRETARY-GENERAL 


We have the honour to submit herewith our report, Commodity 


was Trade and Economic Development. The report is the outcome of meetings 
em held at the Headquarters of the United Nations, where we met throughout 
ore- the eight weeks commencing 15 September 1953. At the request of the 
cial sroup, Professor J. Goudriaan served as Chairman of the Commitee. 

We hope that we have broadly discharged the responsibilities given to 
ted us under General Assembly resolution 623 (VII). Our terms of reference 
ard yntained in that resolution were already extremely wide, and they were 


ubsequently added to by further requests. In our report, we have en- 
leavoured to concentrate our attention and recommendations on those mat- 


‘ry ters which we felt that the General Assembly considered most vital in 
of passing the resolution. 

ess We take this opportunity of expressing our indebtedness to the 
of persons who have helped us in our deliberations by their advice. In par- 
fon ticular, we should like to acknowledge the assistance we have received from 
sti Mr. Benjamin Graham, Professor A. G. Hart, Professor Julius Hirsch 
the ind Professor F. C. Mills.‘ We also had the benefit of discussions with 

members of the secretariat of the Food and Agriculture Organization and 

ity of the International Monetary Fund, as well as with staff members from 
ad various sections of the United Nations Secretariat. To all the persons con- 
in cerned we wish to express our sincere thanks. 

of We want to acknowledge especially our gratitude to Dr. H. W. Singer, 
~a Secretary of our Committee, whose hard, tireless and efficient labour has 
_ been most helpful in our work. 

Yours respectfully, 
‘al : 
; Cr ins 

on es ; 


Khaw Known 





| ee 


United Nations, New York 
9 November 1953 


1 Professor Mills was kind enough to prepare a technical memorandum for the use 
of the Committee. This memorandum has been helpful to us in forming our own opinions, 
but Professor Mills is, of course, in no way to be held responsible for our conclusions. 
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PART I. THE PROBLEMS 
Chapter 1 
Terms of reference 
RESOLUTION 623 (VII) oF THE GENERAL ASSEMBLY 


1. By resolution 623 (VII) of the General Assembly of the Unite 
Nations, adopted 21 December 1952, we were asked: “to prepare, durin 
1953, a report on such practical measures as it may be advisable to adopt 
pursuant to the recommendations contained in sub-paragraphs (a) and ( 
of paragraph 1, and in paragraphs 2 and 3” of this resolution, which read 

“The General Assembly . 

1. Recommends to Member States that: 

(a) Whenever governments adopt measures affecting the prices of 
primary commodities entering international trade, they should duly con 
sider the effect of such measures on the terms of trade of countries in the 
process of development, in order to ensure that the prices of primary 
commodities are kept in an adequate, just and equitable relation to the 
prices of capital goods and othe: manufactured articles so as to permit 
the more satisfactory formation of domestic savings in the countries in 
the process of development and to facilitate the establishment of fair 
wage levels for the working populations of these countries with a view t 
reducing the existing disparity between their standards of living and thos 
in the highly industrialized countries ; 

(b) Without prejudice to the recommendation contained in sub- 
paragraph (a) above, their governments should give serious consideration 
to all other aspects of the problem of undue fluctuations in the terms « 
trade... 

2. Recommends that governments co-operate in establishing multi 
lateral as well as bilateral international agreements or arrangements relat 
ing to individual primary commodities as well as to groups of primary 
commodities and manufactured goods, for the purpose of: 

(a) Ensuring the stability of the prices of the said commodities in 
keeping with an adequate, just and equitable relationship between these 
prices and those of capital goods and other manufactured articles ; 

(b) Safeguarding the continuity of the economic and social progress 

of all countries, those producing as well as those consuming raw mate- 
rials ; 
3. Recommends that the countries in the process of development 
should adopt and give effect to national programmes of integrated eco- 
nomic development conducive to the rational utilization of the proceeds 
of their primary activities, the absorption of their surplus active popula- 
tion and the improvement of their standards of living . . .” 


2. Two important concepts are included in the resolution: the concept 
of stability and that of “fair”, “just” and “equitable” prices. We define 
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stability”, not as fixity for all time, but as freedom from violent short-run 
luctuations. We have no wish to give ‘‘stability” any meaning which implies 
the arrest of a desirable process of economic change. But the difficulty of 
liscovering the meaning of, let alone of giving precision to, terms like 

fairness”, “equity” and “justice” as applied to prices and commercial 
transactions is well known, and this presented the Committee with a 
complex problem. 

3. To obtain guidance, we first turned to the resolution, and to the 
ecords of the debates which took place before it was passed. In those de- 
ates, two groups of delegates were (it appears to us) following two very 
lifferent lines of thought, which are at first sight irreconcilable. 

4. The first group expressed a concept of “fairness” in international price 
relations, particularly in connexion with the interests of under-developed 

countries and the problems of financing their economic development. 
[his is reflected in the phrase “to ensure that the prices of primary com- 
modities are kept in an adequate, just and equitable relation to the prices 
of capital goods and other manufactured articles”; in the use of the term 

fair and equitable international prices” in the summary title of the resolu- 
tion ; and also in the description of the purpose of fair prices “to permit the 
more satisfactory formation of domestic savings in the countries in the 
process of development and to facilitate the establishment of fair wage 
levels for the working populations of these countries with a view to reduc- 
ing the existing disparity between their standards of living and those in the 
highly industrialized countries”. 

5. The second group of delegates showed their sympathy with the values 
that prompted the quest for standards of “fairness” and “equity”, and they 
too wanted to live in a world in which everyone has the minimum where- 
withal for a life of freedom, dignity and self-improvement. They recog- 
nized that abrupt fluctuations in the terms of trade are harmful not only 
to the countries adversely affected but also to the countries which derive 
temporary benefit from them. It would be desirable for all countries to 
collaborate in preparing measures calculated to reduce the ampiitude and 
moderate the violence of such fluctuations. But they felt very strongly that 
there was no objective criterion for determining exactly what constituted 
an “adequate, just and equitable” relationship between the prices of primary 
products and the prices of manufactured goods. They insisted that under 
the influence of changing supply and demand, prices were constantly 
changing, and these served as a guide to producers and consumers. While 
it was true that one had the choice between a system of freely developing 
prices and a controlled economic system, experience showed that the regu- 
lation of prices made the economic structure more rigid and was not con- 
ducive to increased productivity. It might well be desirable to adopt meas- 
ures to moderate the violence of price fluctuations, but excessive rigidity 
must be avoided. Flexibility and adaptability were essential characteristics 
of a developing economy.’ 


1 See Official Records of the General Assembly, Seventh Session, Second Committee, 
Summary records of meetings 215 and 216. 
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6. Following prolonged discussion, and after careful examination of thi 
issues involved, the Committee agrees that the maning of “fair”, “just 

and “equitable” prices and price relationships—as the terms are understood 
by Messrs. Olano and Sumitro ?—is for all practical purposes the same as 
that of the term “reasonably stable” prices and price relationships preferred 
by Messrs. Carter, Goudriaan and Knorr. The Committee is agreed that a 
price can be called “fair’’, “just” and “equitable” as well as “reasonable” as 
long as it does not perform extreme upward and downward gyrations whic! 
are caused by abnormal and transient conditions or serve no useful eco 

nomic purpose. Barring such extremes, variations around the long-run 
course of prices, required for effecting the most efficient allocation of pro 
ductive resources in a changing world, are neither “unfair” nor “‘unreason- 
able”. The Committee also agrees that these long-run price movements are 
“reasonably’’ approximated by long-run market prices so long as the latter 
are not seriously distorted by monopolistic and monopsonistic practices, 
government bargaining and coercion. Unless long-run market prices are 
“unreasonably” subject to such distortions, the Committee agrees that it is 
preferable not to interfere directly. 

7. Given this concept of “fair” or “reasonable” prices, the Committee 
agrees on the following statement of its approach to the problem: 

(a) The capacity of economically under-developed countries for making 
economic progress is affected by the prices they receive for primary prod- 
ucts and by the relation between these prices and the prices of the manu- 
factured goods and services which they buy abroad. 

(b) A greater measure of stability in these prices and price relationships 
will facilitate the steady economic development of these countries and, 
among other things, improve their ability to estimate their real importing 
capacity per unit of exports. 

(c) “Reasonable” export prices and terms of trade of these countries 
must obviously enable them to obtain in the longer run in their export sec- 
tors higher income returns for the productive resources employed than 
these resources would yield if employed in their domestic sectors of produc- 
tion. This is mere common sense for any country, for otherwise it would 
pay to transfer resources engaged in the export industries to domestic 
production. 

(d) As explained in chapter 3, paragraph 81, it is a plausible hypothesis 
that the bargaining strength of the under-developed countries is in general 
inferior to that of the wealthy industrial countries, and that this difference 
is of some importance to the extent that prices are affected by inter- 
governmental bargaining. 


8. The Committee does not deny that governments may agree on opera- 
tional definitions of what “fair” or “reasonable” prices should be. Yet to 


2 This interpretation is based on (i) the meaning usually attached to these words by 
the economists who use them correctly; (ii) their personal studies on the subject of 
economic development of under-developed countries; and (iii) the consideration of 
definitions of “fair” and “just” prices proposed in numerous international conferences, 
especially inter-American conferences. 
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advance such definitions is not a matter of expertise and hence not within 
the province of experts. It must rather be based on a set of values which 
governments share and—to the extent that they disagree—on their relative 
bargaining power. The beginnings of such a consensus do no doubt exist, 
for extremely low or high prices might well be considered “unfair” by most 
governments. Yet the extent of this consensus depends on the actual cir- 
cumstances of the time; it must be found by governments in the process of 
bargaining. 

9. Finally, the Committee finds it necessary to draw attention to another 
aspect of the problem. Whatever is agreed upon, in the present or future, 
for the definition of “fair” or “reasonable” prices, governments have a 
choice when it comes to acting upon this common set of values. Govern- 
ments must then decide whether to use the price system primarily to en- 
courage a better allocation of resources, or to achieve a better distribution 
of income or to impose on it both burdens at the same time. We believe it 
to be preferable in general that prices should be left free to perform their 
function of allocating productive resources and that “unfairness” should 
be compensated by direct income transfers.® 


RESOLUTION 462 (XV) oF THE ECONOMIC AND SociaL COUNCIL 


10. In resolution 462 (XV) on procedure for the convening of study 
groups and international commodity conferences, the Council recommends, 
in paragraph 5, “that the group of experts appointed under General Assem- 
bly resolution 623 (VII) should devote attention to the question of the use 
of study groups and international commodity conferences”. Paragraph 177 
in chapter 5 of our report bears on this matter. 


REPORT OF THE COMMITTEE ON COMMODITY PROBLEMS OF THE 
Foop AND AGRICULTURE ORGANIZATION OF THE UNITED NATIONS 


11. In resolution No. 2, “Study of inter-governmental commodity poli- 
cies and arrangements”, the Committee on Commodity Problems recom- 
mended “that the Director-General transmit part I of CCP 53/16 to the 
Secretary-General of the United Nations for the attention of the group of 
experts to be appointed under paragraph 6 of resolution 623 (VII) of the 
seventh session of the General Assembly of the United Nations” (CL 
17/20). The document referred to is a paper prepared for the Food and 
Agriculture Organization on “Inter-governmental Policies and Arrange- 
ments for Agricultural Products”. We have found it most valuable, and 
appreciate the kindness of the Food and Agriculture Organization in bring- 
ing it to our notice. 


RESOLUTION 46 (V) oF THE Economic CoMMISSION FOR LATIN AMERICA 


12. Paragraph 4 (c) of resolution 46 (V) on terms of trade, adopted 
on 25 April 1953 during the fifth session of the Economic Commission for 
Latin America, “requests the Secretariat . . . to collaborate with other 
competent international bodies and, through the Secretary-General of the 


8 For some examples of compensatory payments see chapter 7. 
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United Nations, to make available to the group of experts to be appointed 
under General Assembly resolution 623 (VII) the findings of such studies 
as it has made or may make in the future”. As a consequence of this resolu 
tion various documents have been brought to the attention of the Commit 
tee, which has studied them carefully; we appreciate the action of the 
Economic Commission for Latin America in making them available. 


DRAFT RESOLUTION E/L-.497 


13. This resolution, referred to the Committee’s attention by the Eco 
nomic and Social Council at its fifteenth session, has been considered in a 
separate document which we have submitted to the Secretary-General of 
the United Nations. 


| 
| 
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Chapter 2 
Factual background 


14. The facts which explain the Committee’s appointment, and the seri- 
usness of the problems with which it has had to deal, may be summarized 
na series of statements: 

(a) The prices of many primary commodities entering into international 
trade have been for many years, and continue to be, subject to violent short- 
term changes. 

(b) The money proceeds realized from primary production, whether 
onsidered as the incomes of individual producers or as the foreign ex- 
hange earnings of producing countries, have on the whole been even more 
variable. 

(c) The prices of manufactured goods (including capital goods) in 
international trade have also shown considerable individual variability, 
though they have more stability taken as a group than primary commodities. 
But the size, direction and timing of the changes in the prices of manu- 
factured goods have been such as to leave considerable variation in the real 
income of primary producers, and in the real capacity of primary producing 

ountries to buy manufactures with their current export proceeds. 

(d) The obverse of this last statement is that there have been consider- 
ible short-term variations in the real capacity of manufacturing countries 
to buy primary products with their current export proceeds. But the vari- 
itions tend to be especially serious for primary producing countries, because 
some are highly specialized in their exports on one or a few products; some 
have a high ratio of foreign trade to national income; inflationary (or de- 
flationary) pressures within a primary producing country tend to be syn- 
chronized with those coming through foreign trade, whereas industrial 
countries have to meet these pressures at different times. 

(e) Capital development in under-developed countries depends heavily 
on current export proceeds for its finance, and a large part of such proceeds 
is required to finance imports of essential consumer goods. The variations 
of trade thus have a violent effect on the margin available to finance imports 

\f capital goods. 

(f) In addition to the short-term variations, there are at times substan- 
tial secular changes in the relation of the prices of manufactures to the 
‘ices of primary products. Estimates of these secular changes are difficult, 
nd the results obtained need further study. We think that in any case they 
ffer no conclusive evidence of what may happen in the future. 


(g) Although we follow usual practice in writing of “primary produc- 
ing” and “manufacturing” countries, it is to be noted that all countries 
produce both primary and manufactured goods; many have significant 
exports of both, and many have significant imports of both. The balances 
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of national advantage cannot therefore be explained by a simple division 
between advanced manufacturing countries and under-developed primary 
producers. A country such as the United States has an interest in high 
prices for some primary products and low prices for others. Furthermore 
even such a country as the United Kingdom, with few primary exports and 
therefore with a direct interest in low prices for primary products, also has 
an interest in high and stable incomes in countries which form a major 
market for its exports or which are joined with it in the sterling area. 

15. We will now set out some facts which illustrate these statements, 
though we would warn the reader that there are difficult statistical problems 
in the field, and the figures must not be regarded as exact. 


VIOLENT SHORT-TERM PRICE FLUCTUATIONS 


16. The United Nations study, /nstability in Export Markets of Under- 
Developed Countries,’ contains an analysis of the fluctuations in United 
States import prices for primary products. The import unit values for a 
large number of commodities and for countries of origin were computed 
for each year from 1949 back to 1922, or as far as comparable statistics 
existed. The year-to-year variations (computed as a percentage of the 
higher yearly figure) were found and averaged, over the period, for each 
commodity from each country. Of 218 averages so obtained, only eighteen 
were below 10 per cent; 143 were in the range 10 to 19.9 per cent, fifty in 
the range 20 to 29.9 per cent, and seven were 30 per cent and upwards. The 
picture is not significantly changed by excluding the war and post-war years. 


17. These figures mean that, on an average for the period, most commodi- 
ties could be expected to be from 10 per cent to 20 per cent dearer or 
cheaper in one year than in the next. The corresponding variation of the 
United States consumer price index is only 4 per cent. If we look at fluctua- 
tions taking place within individual years, their violence becomes even more 
apparent; for a selection of eleven commodities, the variation between the 
yearly high and low points of market prices averaged 27 per cent during 
the half-century from 1901 to 1950; for fifteen commodities, this variation 
averaged 32 per cent from 1920 to 1939. If we finally look at the day-to-day 
movements of a specific commodity in a particular market, where no aver- 
aging of fluctuations occurs, even more violent changes can be seen. Thus, the 
price of rubber in the London market quadrupled during 1950; wool prices 
were multiplied by three and then fell back to their original level, within 
a period of eighteen months. 


VIOLENT FLUCTUATIONS IN MONEY PROCEEDS 


18. The study referred to above also analyses the variations in the money 
proceeds obtained by countries in their trade with the United States. In 
practically every case, the variation in proceeds was greater than that in pzice, 
40 per cent being a typical year-to-year change.” In other words, the fluctu- 


1 1952.11.A.1. ae 
2It must be noted, however, that some “variation” in export proceeds is merely the 
result of a steady growth in volume. 
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ations in volume have not run counter to those of price, but have powerfully 
reinforced the fluctuations in price. 

19. This illustration relates to trade with the United States, and indicates 
how violent and damaging the variations in earnings of an important cur- 
rency can be. But the same picture emerges if we look at the variations in 
aggregate export earnings in all the major markets. For eighteen major com- 
modities, over the half-century from 1901 to 1950, the average year-to-year 
variation in export proceeds was estimated at 23 per cent. A figure such as 
this is already reduced because of averaging among different grades of com- 
modities, different exporters and different markets ; there can be no doubt that 
it is a conservative estimate of the instability often experienced by particu- 
lar exporters of individual products. As with prices, the most recent and 
striking examples are furnished by the Korean crisis and its aftermath; but 
the examples in the figures below show some marked changes even in the 
preceding years. (The Australian figure for 1950 is for the year ending 
before the Korean crisis; while a large rise in rubber prices also preceded 
the war). The following indices of export value in national currencies 
are based on 1948 = 100.8 


Year Australian wool * Argentine wheat » Malayan rubber » 
1948. . . 100 100 100 
1949. ; : 156 61 83 
| ;. an 55 280 
weeee oir 426 73 453 


| eis Se 2 216 


* Years ending 30 June. 
> Calendar years, 


In the absence of internal stabilization schemes, the incomes of individ- 
ual primary producers can also be expected to show wide variations. 


REAL PROCEEDS ALSO VARIABLE 


20. As noted in paragraph 32 below, much of the primary production of 
the world is exchanged in international trade for other primary products. 
In so far as it is exchanged for manufactured goods, the violent money 
variations in proceeds tend to be reflected in the volume of manufactures 
obtainable in exchange; for the prices of manufactures, taken as a group, 
are much more stable. Thus the average year-to-year variation in the unit 
value of United States exports of finished manufactures was, for the inter- 
war period, 6.4 per cent—less than half of the average variation for a group 
of major primary commodities. Furthermore, the price movements for the 
two classes of goods are not exactly synchronized, so that the 23 per cent 
year-to-year variation in export proceeds, mentioned in the preceding para- 
graph, is 22 per cent when deflated by the unit value index of United 
Kingdom manufactured exports (converted to a dollar basis). 


8 Compiled by the Statistical Office of the United Nations. 
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21. One may, however, obtain a false impression by thinking of manu- 
factures as a group. In economically developed countries the manufacturers 
of consumer goods (particularly branded articles) often pursue a policy of 
price stability, but semi-manufactures tend to follow, on a reduced scale, 
the price fluctuations of the raw materials from which they are made. Capi- 
tal goods—especially the “heavy” types whose installation can be postponed 
—are liable to very great fluctuations in demand, and may thus show serious 
price instability. In recent years, the backlog of orders for capital goods 
has usually been enough to even out these fluctuations, but there is no 
reason to think that instability will not reappear in the future. 





22. Some of this diversity of price movement is illustrated in the United 
Nations study, “Relative Prices of Primary Products and Manufactures in 
International Trade” (E/2455, 1953). This shows, for instance, that among 
United States exports the unit value of copper products fell by 17 per cent 
between 1948 and the fourth quarter of 1949, and then almost doubled by 
early 1952. Clothing fell fully 17 per cent between 1948 and 1949, while 
passenger cars rose 15 per cent. An analysis which we have made of Indian 
imports shows that the unit value of caustic soda fell by over 40 per cent 
between 1948/49 and 1949/50, and that of tin plate was 70 per cent higher 
in 1951/52 than two years before. The “fine structure” of the trade in 
manufactures of a particular country shows many such sharp variations. 


23. Changes in real value therefore need careful analysis. If we are 
thinking of the buying power of the incomes of primary producers, then we 
must remember that the cost of living, except in times of violent inflation, 
responds only in part, and sluggishly, to changes in import prices. Vari- 
ations in money incomes thus produce variations in real incomes, which may 
(by bad luck) be even more violent. If we are thinking of the buying power 
of a country’s foreign exchange earnings over its imports, then the fact 
that manufactured imports are often varied in type and origin leads to some 
averaging of their fluctuations; the “real” buying power of the country, 
therefore, will again vary mainly with its money earnings. But if we are 
thinking of the margin of foreign exchange income available to finance a 
development programme, then we must note a double variability. The margin 
itself is the difference between export earnings and the cost of “essential” 
consumer good imports, and is normally more variable than either of these 
components ; its use may be concentrated on a few major projects, involv- 
ing, for example, mainly transportation equipment or mainly electrical 
machinery, whose prices may well vary substantially and in a way quite 
different from that for the country’s exports. It is this fact which has led 
to an interest in under-developed countries in stabilizing the world prices 
of major manufactures as well as of primary products. 


FLUCTUATIONS ESPECIALLY SERIOUS FOR PRIMARY PRODUCING COUNTRIES 


24. Fluctuations in proceeds from particular exports are more serious if 
the country concerned cannot rely on an averaging of the price move- 
ments of many different types of goods. It is well known that many of the 
primary producing countries suffer from their specialization on the export 
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‘f one or of a few products; for instance, Cuba on sugar, Malaya on tin 
ind rubber, Venezuela on petroleum, Northern Rhodesia on copper. Of 
the fifty-six countries whose trade is reported in the International Mone- 
tary Fund’s monthly, /nternational Financial Statistics, there were seven 
in which two commodities made up over 90 per cent of total exports in 
1952, and no fewer than thirty-two countries in which two commodities 
made up over 50 per cent of total exports. 


25. A high degree of specialization is often a result of small “economic 
size’, and is accompanied by a high degree of dependence on foreign trade, 
so that fluctuations in export proceeds have a devastating effect on the 
domestic economy. Thus, a table of the ratios of foreign trade (exports 
plus imports) to the flow of available resources (gross domestic product * 
plus imports) shows, for the most recent available year : Southern Rhodesia 
68 per cent, Belgian Congo 57 per cent, Ceylon 55 per cent, Burma 38 per 
cent, Dominican Republic 36 per cent, Peru 34 per cent, Egypt 33 per cent. 
Even higher figures may occur in the case of some countries for which 
statistics are not yet available. In comparison, the ratio for the United 
States is 7 per cent, for the United Kingdom 33 per cent and for Belgium 
41 per cent. 


26. There is also an important technical reason for the severity of the 
difficulties produced in primary producing countries by instability in prices. 
Economically developed manufacturing countries tend to have a more 
favourable balance of payments in depression and a less favourable one 
in boom years; primary producers have the opposite pattern. Thus for 
the manufacturing countries internal and external problems alternate; for 
the primary producers they arrive at the same time. This fact is clearly 
shown by the following figures giving the changes in the balance of visible 
trade ® (in millions of United States dollars) :® 


Developed manufac- Under-developed 
Period turing countries *® primary producers” 
1929 (boom) to 1932 (slump) +2,232 — 164 
MD A, EU ttivcihe cnn Canaes +1,117 — 685 
1951 compared with 1949 .... +2,702 —3,126 
1951 compared with 1952° .. +1,911 —3,224 


* Canada, the United States, western Europe. 

» Latin America, exclusive of Argentina; Africa; and Asia, ex- 
cluding Japan. 

* Though not a recession year, 1952 is included to show the re- 
cent direction of movement. 


VARIATIONS IN EXPORT PROCEEDS SERIOUSLY AFFECT THE FINANCE OF 
CAPITAL DEVELOPMENT 


27. There is sometimes an impression in developed countries that they, 
through their lending, are the main source of finance for new development 
of under-developed areas. This may have been true in the past, and we 


4 Taken from national estimates. 
5 Excluding gold. 
6 Computed by the Statistical Office of the United Nations. 
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hope that it will be increasingly true in the future; but it has not been 
true of post-war years. The evidence presented for this period in Jnsta- 
bility in Export Markets of Under-Developed Countries (pages 67 to 72), 
supplemented by our own inquiries, has shown that long-term capital move- 
ments, where they have been inwards, have usually been small relative to 
total export proceeds, and have been largely offset by transfers for debt 
service. There is evidence of a movement of domestically owned funds 
from under-developed countries seeking a safer and more profitable haven 
in developed countries ; measures to prevent such movements have not been 
fully effective. 


28. Capital flows are thus to be regarded as at least an uncertain source 
of finance for development. But a large part of export proceeds is required 
to finance imports of essential consumer goods. The proportion so reserved 
depends on the definition of “essential”, that is, on the degree to which 
consumer demand can be constricted ; and there is, of course, no doubt that 
it is difficult for an under-developed country to prevent some flow of non- 
essential and luxury imports in good times. Investigation of the trade of 
two important under-developed countries in 1948 (chosen as a representa- 
tive year before Korean hostilities) discloses that 55 per cent of the im- 
ports of one and 70 per cent of the imports of the other were plainly 
essential cunsumer goods; between 10 per cent and 20 per cent were 
apparently non-essential, or of doubtful classification ; while capital goods 
accounted for 35 per cent and 12 per cent, respectively. 

29. We think that these figures may be taken as fairly typical. If we 
suppose that in an under-developed country 60 per cent of export proceeds 
are required to finance essential imports of consumer goods then a 20 per 
cent fall in those proceeds (other prices remaining constant) will halve the 
amount available for other imports, including capital goods. The instability 
of the balance of trade of some of the poorer countries thus means that, 
in the absence of large foreign exchange reserves, they are in no position 
to plan a continuing development programme involving imports. 


LONG-TERM CHANGES IN THE TERMS OF TRADE 


30. Two United Nations studies bear on this matter: Relative Prices of 
Exports and Imports of Under-Developed Countries (1949.1I.B.3) and 
“Relative Prices of Primary Products and Manufactures in International 
Trade” (E/2455, 1953). Both use United States and United Kingdom 
trade statistics as their primary source of information. Much interest has 
been aroused by the statement in the earlier of these publications that, on 
the eve of the Second World War, a given quantity of primary exports 
would pay on the average for only 60 per cent of the quantity of manu- 
factured goods which it could buy in the eighteen-seventies. We have 
examined the evidence on movements of the terms of trade since 1800, and 
in consequence we conclude that this single figure is in danger of being 
over-stressed. As pointed out in the appendix to the 1949 study, there are 
grave statistical difficulties in measuring change in the terms of trade 
over a long period, notably because of improvements in quality which are 
not reflected in trade returns; and there are large and unexplained differ- 
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ences in the movements of the terms of trade between manufactures and 
primary products in different countries. 


31. The facts which are beyond doubt are that the secular movements 
n the terms of trade are substantial ; and that the movement was in favour 
of manufacturing countries from the nineteen-twenties to the nineteen- 
thirties, and has been unfavourable, at least to some manufacturing coun- 
tries, in recent years. Some observers have interpreted the evidence of a 
longer period as showing a general tendency for the terms of trade to move 
against primary production, occasionally interrupted by medium-term rises. 
Others have seen evidence of a long cyclical movement, in which the present 
would be a phase favourable to primary producers. We see no adequate 
ground for discriminating between these (and other) theories, and we 
conclude that the evidence of the past offers no help in predicting the 
future secular movements of the terms of trade. 


MANY COUNTRIES HAVE MIXED INTERESTS 


32. Primary producers are often also large consumers of primary prod- 
ucts; while some of the largest manufacturing countries (such as the 
United States and Canada) are, in addition, among the largest exporters 
of primary products. Thus, in 1952 the United States and western Europe 
had exports of $US 42 billion, of which $12 billion consisted of primary 
products, and nearly $4 billion represented exports of primary products 
to primary producing countries. On the other hand, out of imports of $43 
billion, these manufacturing countries spent over $14 billion on manufac- 
tures, of which nearly $3.5 billion came from primary producing countries. 
The United States is a major exporter of cereals, tobacco, cotton and, at 
times, coal and petroleum, and primary products account for about 25 per 
cent of its export trade. Even the United Kingdom, though its export trade 
is now largely concentrated on manufactures, has an import trade which is 
by no means specialized on primary products. It is also very interested in 
the earnings of the whole sterling area, which is a major exporter of pri- 
mary commodities. Then there are countries in process of development 
which look to a future in which their exports and imports will be a balanced 
mixture of both primary and manufactured goods. Therefore, although we 
have followed custom in writing of “primary producing” and “manu- 
facturing” countries, the balance of interest for a particular country may 
be not at all easy to determine. 


THE FUTURE PROSPECTS 


33. We have no special qualifications for foreseeing the future, but there 
are three premises which we have adopted, in order to clear our own minds 
about what is needed, and which we now state: 


(a) There is no reason to think that the instability of commodity prices 
will disappear of itself. In other words, we reject the view that fluctuations 
since 1929 have been due to special causes—the great depression, the war 
and its aftermath, Korean hostilities—which are never likely to recur, and, 
in the absence of which, stability would be easily and naturally achieved. 

39888 O—54— pt. 510 
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The influence of the special causes is, of course, beyond doubt; but we 
regard the commodity markets of the world as liable to show similar insta- 
bility in the future when disturbed by such economic shocks as may reason- 
ably be expected. In fact, the unco-ordinated actions of governments in 
attempting to mitigate the effects of instability may well increase it. 


(b) We have no way of predicting the future state of trade, the rate of 
economic expar.sion or the policies of governments; therefore we cannot 
know whether the secular terms of trade will shift to the advantage of 
either primary producers or the producers of manufactures, or remain 
roughly the same as, on the average, they have been during the post-war 
period. We reject both the extreme views on this matter—that the terms of 
trade of primary producers will certainly improve, because of the pressure 
of human needs on limited resources; and that they will certainly worsen, 
because forces which make for “over-production” are inherent in the natur: 
of the primary industries. In line with this agnostic attitude, we regard it 
as necessary, above all, that the measures we propose should have a flexible 
response to changing economic circumstances. 


(c) We do not think, however, that substantial secular changes in the 
barter terms of trade between primary products and manufactured goods, 
in whichever direction, may not occur; or that, if they occur, this would be 
a matter of indifference to international policy for moderating the short 
term instability of commodity markets. If the secular change is adverse to 
primary producers, governments should stress stabilization devices that will 
tend to hasten the transfer of productive resources from primary produc- 
tion to manufacturing and service. On the other hand, if it should turn out 
that secular shifts in the terms of trade favour primary producers, govern- 
ments should, whenever a choice exists, emphasize those stabilization 
measures that will least discourage, or most encourage, an expansion of 
primary production, and preferably an expansion in areas with lowest costs 
In this event the industrial countries will have a special and essential inter 
est in international stabilization measures, for it is recognized that extrem« 
fluctuations in the markets for primary products are an important factor 
in retarding an expansion of their production when such expansion is 
needed. 
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Chapter 3 
Main problems 


34. That primary commodity markets are highly unstable is generally 
known, and in the preceding chapter we have presented some telling 
evidence to this effect. We cannot, however, jump immediately from the 
recognition of instability to remedial proposals. In order to establish the 
case for remedial measures and to give them appropriate properties, we 
must identify the ill consequences of instability and choose a course of 
action which promises to remove or mitigate these consequences without, in 
turn, entailing highly undesirable repercussions. The remedy must be better 
than the evil it is designed to combat. For this reason, we have thought it 
necessary to analyse the problems confronting us as far as the space of this 
report, and our limited time, allow. 


CoMMODITY INSTABILITY AND ECONOMIC GROWTH 


35. General Assembly resolution 623 (VII) directed us specifically to 
pay attention to the effects of severe fluctuations in primary commodity 
markets on the economic development of those producing countries which 
are as yet economically under-developed. In chapter 2, we noted several 
reasons why these effects are adverse to the economic progress of these 
countries. In so far as investment requires goods from the outside world, 
that progress must depend entirely on current export earnings unless there 
is a net inflow of foreign capital. It is to be hoped that international capital 
transfers will contribute substantially to the economic development of the 
poorer primary producing countries. In the past, however, such a net inflow 
of capital has not been large for the economically under-developed countries 
as a group, and this fact has forced them to rely on the use of part of their 
export proceeds to finance development. For reasons indicated in chapter 
2, the extreme fluctuations in primary product markets render these export 
earnings especially variable ia the primary producing countries. Indeed, the 
variations are often magnified in their effect on the availability of foreign 
exchange in so far as the import of essential consumer goods is a first 
charge on export earnings (paragraph 28). 

36. To the extent that economically under-developed countries have in 
the past been able to utilize capital inflows for purposes of investment, this 
advantage has been reduced because the capital inflow has also been highly 
variable, and this variability, moreover, has coincided roughly with the 
fluctuations in export earnings. Net capital imports have tended to dry up 
in a depression, when export proceeds slump severely, and the requirement 
of servicing past loans has been another charge on greatly shrunken export 
earnings. In chapter 7 we make proposals for assuring a steadier flow of 
international lending. 


37. Apart from these direct effects on the availability of foreign exchange 
and other resources, under-developed countries are for other reasons par- 
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ticularly vulnerable to the violent short-term instability of primary com- 
modity markets, and the disturbances diminish their capacity for stable 
economic growth. It is a notorious fact that boom conditions in primary 
product markets tend to induce powerful inflationary pressures in the 
economies of these countries. Among other consequences, such inflationary 
pressures tend to expand imports of consumer goods, not rarely of the 
luxury type, and to encourage investment that contributes little or nothing 
to economic progress, and that, in any event, is based on a structure of 
demand distorted by inflation. Even when investment projects are under- 
taken that deserve the highest priority if economic growth is to be advanced, 
they are often initiated on a scale which cannot be sustained when boom 
conditions collapse and give way to depressed export markets. 

38. Paradoxically, under-developed countries often also experience infla- 
tion when foreign demand for their exports is in severe decline. Government 
revenues depend mainly on indirect taxes, including export taxes. They 
grow as export proceeds rise. Frequently, this leads to an expansion in 
public expenditures based on the assumption that the gains will be main- 
tained. When a reversal takes place and public revenue drops abruptly, it is 
difficult—for political, social and even technical reasons—to pare expendi- 
tures accordingly. The ensuing budget deficit cannot be averted by the 
borrowing of genuine savings; instead, new money is created, usually 
through advances by the central bank. Thus we find budget deficits which 
have nothing to do with deliberate “deficit spending”. 


39. This peculiar vulnerability of under-developed countries arises in 
part, of course, because the administrative resources of these countries are 
generally not adequate for the pursuit of effective compensatory measures. 
The public, furthermore, understands even less than in the economically 
developed countries how the demands and practices of special interest 
groups are apt to undermine domestic stability; and is less prepared, 
therefore, to submit selfish group behaviour to a measure of discipline, and 
to demand with sufficient vigour that governments develop the administra- 
tive capacity essential to domestic compensatory action. 


40. To develop the capacity for compensatory action over the alternation 
of boom and slump is primarily the responsibility of the under-developed 
countries themselves, and in chapter 8 we make some specific suggestions 
in this direction. However, it must be realized that this capacity is now 
inadequate largely because these countries are economically under-devel- 


oped. A growth of this capacity is both a prerequisite and a fruit of 
economic development. 


41. The special vulnerability of under-developed countries to fluctua- 
tions in primary commodity markets is a consequence of their economic 
backwardness in still another sense. A country of small farmers with a minor 
and struggling industrial sector cannot easily adapt its pattern of produc- 
tion to sharp downward fluctuations in export proceeds by shifting re- 
sources from the production of exports to meet home market demands, or 
by substituting home production for imports. The diversity of its resources 
is too limited to permit rapid and broad adaptation. Similarly, when infla- 
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tionary pressures are rising—whether in a period of booming or of slump- 
ing export markets—the newly created money is relatively ineffective in 
stimulating new production. There is always some shortage of ‘‘co-operat- 
ing factors” that either must be imported from abroad (such as capital 
equipment, which the country may be unable to afford when export earnings 
have fallen) or can only be developed gradually at home (such as skills). 


42. To the extent, finally, that economic growth requires public planning, 
violent and unpredictable fluctuations in export markets act as a major 
handicap, if only because such planning depends on rough forecasts of 
the availability of foreign exchange. 


43. We recognize that it is possible to exaggerate the special vulner- 
ability of under-developed countries to violent short-term fluctuations in 
primary commodity markets. Highly industrialized countries that are 
crucially dependent on foreign supplies of foodstuffs and raw materials, 
that do not dispose of lavish reserves of international liquidity, and whose 
flexibility of resource allocation is also limited, may likewise suffer severely 
from sudden wide swings in the prices of primary products. On the other 
hand, under-developed countries often have a large amount of “subsistence 
production” so that a sizable block of national income is little affected by 
the fluctuations in world markets (though it may be grievously affected 
by the weather). But it must be remembered that it is precisely those sectors 
of their economy upon which the drive towards economic progress most 
depends which are vulnerable to the shock of external and internal 
instability. 

44. Secular changes in the price relationship between primary products 
and manufactures also have an obvious bearing on the capacity of eco- 
nomically under-developed countries to press ahead with their development. 
In principle, deteriorating terms of trade act as an incentive to shift 
resources to other than primary production. But, for reasons stated in 
paragraph 41, these countries are not very responsive to this stimulus. 
Moreover, worsening terms of trade mean a loss of real income and hence 
tend to diminish productive resources available for new capital formation. 


45. Conversely, when the terms of trade improve for primary producers, 
the under-developed countries experience a rise in real income and thus 
have more resources potentially available for capital investment. In this 
respect, an increase in export earnings arising from better prices for pri- 
mary goods is equivalent to the receipt of grants and loans from the outside 
world ; and, in comparison with the latter, has the further advantage of not 
requiring future resources for the servicing of loans. It must be realized, 
however, that an increase in export proceeds induced by improved terms of 
trade is only potentially, and by no means automatically, available as a 
source of finance for economic development. The increment in export earn- 
ings expands money income ; and—unlike foreign grants and loans received 
by government or investors—this extra income can produce new investment 
solely to the extent that it results in private or public saving. If it is not 
saved, expenditures on foreign and domestic consumer goods will rise, and 
(because of the conditions identified in paragraph 41) a rising expenditure 








146 STOCKPILING STRATEGIC AND CRITICAL MATERIALS 





on domestic consumer goods is more likely to cause prices to rise than to 
call forth extra production. 


THE ECONOMIC INTERDEPENDENCE OF NATIONS 

46. The policy measures with which we are chiefly, though not exclu- 
sively, concerned are international measures. Obviously, international 
measures are feasible only to the extent that nations have and perceive 
common interests which are best served by joint action. All reasonable men 
think, or at least say, that—in the economic sphere among others—the 
community of nations is highly interdependent in its quest for prosperity. 
This does not mean that the prosperity of our neighbour is the only and in- 
dispensable condition of our own prosperity. There are many determinants 
of national prosperity, and there are circumstances under which our neigh- 
bour’s prosperity is at the expense of our own. But granting these qualifica 
tions, it is very likely that a country will be better off if the world as a whole 
is prospering ; and, conversely, economic stagnation and distress in one part 
of the world have many ways of spreading elsewhere. Leaving this level of 
generality, we deem it useful to emphasize, at least by way of selected 
examples, the common interest all countries have, and would do well to 


recognize, in moderating excessive fluctuations in primary commodity 
markets. 


47. In paragraphs 36 to 42 we have stated some of the most obvious 
ways in which this market instability is especially harmful to primary 
producing countries that are retarded in their economic development. The 
particular vulnerability and misfortune of these countries are not only 
theirs to regret and to put up with as best they can. We prefer to think 
that the many solemn declarations by official and unofficial spokesmen of 
the industrial countries, voicing their concern with the development of eco- 
nomically backward countries, were prompted by a measure of sincerity. 
We also believe that there are specific reasons for which the industrial 
countries might feel inclined to join the primary producing countries in 
moderating violent fluctuations in primary commodity markets. 


48. As pointed out in paragraph 43, industrial countries which are vitally 
dependent on imports of primary products may face serious difficulties 
when primary commodity prices take a sudden and substantial upward 
turn in relation to the prices of manufactures. Nor are they likely to secure 
full income benefits from a sudden and substantial plunge in the prices 
of primary products. Changes in the terms of trade must always be ap- 
praised in relation to accompanying changes in the volume of trade. If 
a fall in primary commodity prices means that the exports to economically 
under-developed countries decline, then the advantage of lower import 
prices may well be offset by unemployment in the export industries of the 
industrial countries. This will happen unless the economically developed 
countries have a high capacity for shifting resources quickly from export 
to home industries. It may be that most industrial countries possess this 
resilience in resource allocation in the face of slow secular changes in the 
terms of trade. Yet this is hardly the case when the favourable shift in 
the terms of trade is abrupt and massive (unless that shift reverses a pre- 
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vious, and equally sudden and short-lived, deterioration of the terms of 
trade), especially since such movements are usually associated with a 
general recession of business activity in the industrial countries. 

49. There are additional reasons why—in the face of sharply changing 
relations between the prices of primary and of manufactured goods—the 
nterests of industrial and primary producing countries are not nearly as 
much opposed as is sometimes assumed. As a group, the under-developed 
ountries are also importers of primary products and exporters of manu- 
factures and, as economic growth continues, this diversification of exports 
and imports will increase. The economically developed countries, on the 
other hand, account also for the bulk of the world’s primary production. As 
a group, the industrial countries export large quantities of primary com- 
modities, or are politically or financially affiliated with areas which depend 
on such exports. Furthermore, when the prices of manufactured articles 
fall abruptly in relation to the prices of primary goods, the capacity of the 
industrial countries to assist and lend to the economically under-developed 
countries tends to decrease; and sharply slumping prices of primary com- 
modities must diminish the profitability of investments by industrial 
countries in primary producing countries. 


50. Finally, it should be a matter of concern to the industrial countries 
that the extreme instability of primary commodity markets causes primary 
production to be wasteful or to expand only slowly when underlying con- 
ditions of supply and demand call for rapid expansion. When primary 
producers are afflicted with violent short-term slumps in their incomes 
they are frequently unable to maintain their production capacity properly, 
ind they are still less able to undertake the improvements upon which 
expanded output and increased productivity must depend. In the field of 
mineral production, temporarily depressed prices often result in production 

itbacks, although the quantities not produced may be needed when boom 
onditions suddenly supersede the fall in demand. This is particularly serious 
whenever there is a long-run increase in the world’s requirements for 
primary products. Moreover, violent market instability acts even in boom 
times as a deterrent to new investment in primary production. 

51. To sum up, we have no doubt that industrial as well as economically 
under-developed countries would be better off—in terms of real income 
and its balanced growth—if the gross instability in primary commodity 
markets were moderated. It remains for all countries to recognize and fully 
appreciate this coincidence of interest. If they do, the basis for joint action 
is established and the probiem becomes one of choosing the proper means. 


THE BEHAVIOUR OF PRICES 


52. In the preceding paragraphs of this chapter, we have shown the 
connexion between commodity trade and economic development in under- 
developed countries ; and we have drawn attention to the common interest 
of all countries in a solution of the problem of instability. We must now 
analyse this problem further, beginning with a brief and necessarily super- 
ficial treatment of the behaviour of different kinds of prices. 
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53. Prices are naturally regarded as unstable if they show discontinui- 
ties in behaviour—sudden jumps from day to day or from week to week. 
Clearly, however, there is a continuous progression from prices which show 
violent jumps up and down to those which move by little jumps, mostly in 
the same direction, and which appear to be following a smooth trend line. 
The idea of “excessive instability” seems on analysis to have two parts: 
(a) the changes in the direction of price movements are frequent, and 
(>) the amplitude of fluctuations is large. 


54. The standard by which we judge whether the changes are “fre- 
quent” and the amplitude “large” is provided in part by the behaviour of 
other prices; thus (as we have seen in chapter 2) primary commodity 
prices are highly unstable when judged against the standard of domestic 
retail prices, or the prices of manufactured exports as a whole. But a certain 
subjective standard is also provided by the fact that a large part of pro- 
duction and consumption, particularly of basic commodities, can be expected 
to show the stability and continuity of growth of uncorrelated mass phe- 
nomena. In other words, such magnitudes as productivity and population 
usually show gradual and continuous changes; the variations in harvests, 
though serious for particular countries, are not often large for the world 
as a whole; consumption, in so far as it is a function of income, moves only 
slowly from year to year. It is possible to surmise, therefore, that the 
desirable results of price changes—the encouragement of a better allocation 
of economic resources—ought to be capable of achievement without violent 
instability. Indeed, if prices really had to change by 15 per cent or 20 per 
cent from year to year in order to achieve minor alterations in resource 
allocation, this would raise serious doubt about the effectiveness of this 
method of securing a desirable allocation. In any case, we do not believe 


that the large price fluctuations are in fact serving useful allocative 
purposes. 





55. There is, however, no mystery about the occurrence of these larger 
movements of prices ; they can be caused by changes in stocks (inventories). 
A small fall in the demand for finished goods may produce, for a period, an 
almost total cessation in purchases of raw materials, as manufacturers run 
their stocks down to a level appropriate to their new level of production. 
Supply and demand in a market can show all sorts of capricious changes 
that have little or nothing to do with underlying continuous changes in pro- 
duction and consumption. The greater the instability, the easier it is to move 
the commodity into and out of stock, and the more difficult it is to adjust 
production to a new level of prices. 


56. Furthermore, the influence of expectation is liable to produce “per- 
verse” changes in prices. When prices are falling, sellers, far from with- 
drawing from the market, may rush to sell before the price falls further— 
thus creating a movement which justifies their own fears. The same is true, 
in reverse, on a rise. The equilibrium of prices may in the short run be 
unstable in the sense defined in mechanics—an equilibrium of such a char- 
acter that an initial disturbance produces forces which cause a further 
displacement from the original position. 
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57. The influences causing instability operate with special severity in 
certain sections of the capital goods market. Although industry may regu- 
larly set aside depreciation funds to provide for the replacement of its 
equipment, there is usually a choice of the time at which such replacement 
takes place ; and the same choice occurs when net additions to capital stock 
are made. Thus, when prices are falling and are believed likely to fall fur- 
ther, the orders for heavy capital goods may diminish almost to vanishing 
point, since it is relatively easy to postpone orders. The desire of manu- 
facturers to get any order which will contribute towards their heavy fixed 
costs causes considerable price cutting in hard times. In good times, the 
production capacity of the industry may be reached, and this can only be 
expanded slowly; orders for “machines to make machines” are them- 
selves part of the pressure on the capacity of the machine making indus- 
tries. A rush of orders, impinging on an inflexible supply, may produce 
considerable price increases. 


58. We can now identify two classes of goods liable to show instability : 
storable primary commodities (cereals, fibres, metals, coal, oil, sugar, 
tobacco, rubber, etc.), which tend to show instability in price although 
changes in production and final consumption may be gradual and almost 
continuous; and certain capital goods (such as ships, locomotives, heavy 
plant and machinery), which may show marked instability in both price 
and volume. Other classes of goods—intermediate and finished consumer 
goods, buildings, etc.—are of course affected to some extent by instability 
in raw material costs. But we can, at least in the developed countries, dis- 
tinguish a large and important section which shows considerable price 
stability. These are the “branded” goods (canned and packaged foods, 
cigars and cigarettes, beverages, some clothing, household appliances ; and 
we can include here also the “light” capital goods, such as small electric 
motors or automobiles, which are sold under brand names). 


59. The price stability of branded goods is largely due to deliberate 
decisions of manufacturers and traders, which are facilitated by the re- 
sistance to change that characterizes imperfectly competitive markets. But 
it must be remembered that stability is a feature of the markets of developed 
countries; in under-developed countries even goods which are sold at 
stable prices at the ports may have great price instability at their final 
point of sale. 


60. Among the primary commodities, agricultural products are especially 
liable to suf‘er from instability, because irrevocable decisions to produce 
are taken some time in advance—a few months or perhaps several years. 
Once planted, a crop is harvested provided that the costs of harvesting can 
be covered ; the “floor” to prices is thus usually very low. The production 
of minerals can be adjusted more frequently and easily, and the price fall 
which causes such an adjustment to take place is usually less than in agri- 
culture; on the other hand mineral consumption is more affected by a 
general recession. 


61. It follows from this discussion that prices could be held within much 
narrower limits without creating the probability that their long-term alloca- 
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tive function would be frustrated. It follows also that a comprehensive 
policy of price stabilization has to take account of several different patterns 
of price formation. In particular, we shall supplement our discussion of 
commodity stabilization (in chapters 5 and 6) by a proposal (in chapter 8) 
which might give some measure of stability to the capital goods market. 


WHAT IS TO BE STABILIZED? 


62. But is it, in fact, obvious that prices should be the main object of 
stabilization? When we come to analyse this matter, the possibilities prove 
to be numerous: 

(a) Are we to stabilize prices; export earnings of countries; the total 
values of the production of countries; the incomes of individual primary 
producers? 

(6) Are we to stabilize these quantities in money terms or in real terms? 
If the latter, in relation to the prices of manufactures, to the prices of the 
goods which countries buy from overseas or to the prices of goods bought 
by individual producers? 

(c) Are we to stabilize them for single commodities, or for groups 
of commodities ? 

(d) Are we to stabilize them for all countries taken together or for 
single countries (or for trade between particular pairs of countries) ? 
In interpreting this list, it must be remembered that by “stabilization” we 
mean the prevention of erratic and excessive fluctuations, and not any 
resistance to desirable and orderly change. 

63. This list alone yields the bewildering variety of thirty-two major 
alternatives, with many minor variants. Fortunately, common sense and 
our terms of reference enable us to eliminate many of these. We begin by 
looking at the matter from the differing points of view of the original 
producers, of final consumers or users, and of trading countries. The indi- 
vidual producer of a primary commodity wants (or might reasonably be 
expected to want) a real income which rises in an orderly manner, just as 
the individual consumer or final user wants to have a rising trend in the 
real purchasing power of his income. The exporting country is interested, in 
its foreign trade, in obtaining an orderly increase in the buying power of its 
exports over the goods which it needs to import. Sometimes a more 
limited interest is mentioned, namely, the stability of the buying power of 
a margin of export proceeds earmarked for economic development over the 
capital and other goods required for that development. All these interests, it 
will be noticed, are in relative prices so that they are not fully served by 
regulation of a few primary commodities alone. 


64. Our terms of reference relate most clearly to stabilizing the real 
export earnings of primary producing countries, especially in relation to 
the finance of their development. But governments can (and do) try, by 
separate action, to stabilize the incomes of individual producers and the 
purchasing power of consumers. Such action can be regarded as a useful 
auxiliary to the main task of stabilizing international transactions in com- 
modities, provided that domestic action by producers or consumers with 
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1 large share of the market does not have harmful external effects. Thus 
crop insurance schemes whici share the burden of unfavourable weather 

mnditions, or marketing boards which insulate the producer from some of 
the fluctuations of the world market, can be regarded as useful supple- 
mentary action. On the other hand, protection schemes which handicap 
efficient producers and maintain the inefficient have to be looked at with 
suspicion. The lessening of wide fluctuations in consumer prices, by price 
control or subsidy, may be in the interests of producing countries by 
lessening instability in purchases; but, again, such action, when taken by a 
large country, may have undesirable side effects. We shall consider these 
matters further in chapter 8. 

65. Export earnings vary with quantity sold as well as price; and, de- 
pending on the circumstances of the particular commodity, there are several 
different ways of treating this variable. Thus, it may be that, without any 
intervention, world consumption is relatively stable, and that no action 
affecting the sales of individual producers is desirable lest resources should 
be inefficiently allocated. Again, it might be possible (though very difficult) 
to devise schemes which would stabilize the total of world sales while 
leaving the sales of individual producers free to vary within the total. Or 
the stabilization scheme might allocate sales to individual producers as well 
as controlling the price; though this we shall later condemn. Finally, the 
object of stabilization could be the export earnings themselves, undue rises 
in quantity sold being compensated by falls in price; though it is difficult 
to imagine a workable and acceptable way of achieving this. 

66. The “real value” of export earnings in international exchange de- 
pends also on the prices of imports and the composition of the import trade 
of the country concerned. There seems often to be a tacit reliance, in the 
discussion of commodity agreements, on the assumptions that’ primary 
commodities are exchanged for manufactures and that the price fluctuations 
in manufactures are not large enough to matter. Either or both of these 
may (for the countries involved in a particular agreement) be untrue. 
Alternative ways of dealing with the problem are: 


(a) To do rough justice by some formula adjusting commodity prices 
when prices of the corresponding imports change; 

(b) To control certain basic prices of manufactures or of semi- 
manufactures ; or 

(c) To devise special machinery for offsetting relative price movements 
between a country’s exports and imports. 


67. We thus see that different parties to commodity discussions may have 
different ideas about what is to be stabilized; and to treat price stability as 
the main object of policy may be no more than a convenient simplification. 
Our terms of reference are largely concerned with the price relation be- 
tween primary commodities and capital goods. This is not, however, a 
magnitude easy to define or to observe, and, although in chapter 7 we 
discuss compensatory measures based on the terms of trade, it seems to us 
that the chief stabilizing measures must be directed at the prices of the 
separate classes of goods. 
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CAN COMMODITY STABILIZATION BE CONSIDERED SEPARATELY FROM 
GENERAL STABILIZATION ? 


68. The last sections have drawn attention to some of the differences in 
the formation and behaviour of prices, and have discussed what it is that 
is most in need of stabilization. We now ask another question. Is it not 
possible that the common influences exercised on given markets by the 
general “state of trade” are much more important than the peculiarities 
of particular commodities? Is there, in fact, a separate problem of primary 
commodities, or must we regard it as our main task to propose measures 
to deal with inflation and deflation in general ? 


69. This is a familiar difficulty, for economic problems are so inter- 
connected that it is very difficult to discuss one without discussing many 
On the other hand, too broad an approach makes for superficiality, and 
a treatment of the many internal and international measures which might 
be taken to deal with the dangers of inflation and deflation lies well outside 
the apparent intentions of our terms of reference. But we are firm believers 
in a “multiple aproach”. We do not think that single commodity agree- 
ments will be adequate by themselves to withstand a world-wide inflationary 
or deflationary movement; but equally we think that general stabilizing 
policies will require the assistance of specific measures for particular com- 
modities. 


70. In chapters 6 and 7, however, we discuss certain general stabilizing 
measures which have a special relevance for commodity trade and develop 
ment. Accordingly we here state some views and principles which underlie 


that discussion. 

71. (a) Inflation and deflation both generate complex reactions, some 
of which tend to reinforce the initial movement and some to slow it down; 
but over the initial period of a year or two, the tendency to reinforcement 
is dominant. This makes it very difficult to hold to a middle path between 
inflation and deflation. 

(b) Since deflationary movements, if they go far enough, involve un- 
employment and a lessening of production to meet human wants, they are 
commonly and rightly regarded as especially to be avoided. But in conse- 
quence some governments try to ensure “full employment” by measures 
involving continuous inflationary pressure. This tends to give rise to high 
profits, and these in turn join with rising prices to stimulate wage demands 
which, under conditions of labour shortage, are likely to be conceded. Thus 
an initial inflationary move magnifies and perpetuates itself. What began 
as an effort to avoid a plunge into deflation may in fact result in serious 
and continued inflation. 

(c) In so far as governments tend to err on the side of inflation because 
of their fears of inability to control a deflationary movement, they will be 
helped to minimize this error by stabilizing measures which are effective 
in limiting deflation ; come into action promptly, being “automatic” and not 
dependent on a long chain of special decisions; and are directed at sensi- 
tive key points in the economic system, such as raw material prices and 
the price level and activity of capital goods industries. 
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(d) Such rapidly acting stabilizers, controlling the system by frequent 
small impulses rather than by sudden drastic action, still have to be sup- 
plemented by many other measures to remove special distortions or to 
encourage desirable long-term adjustment. 


THE “COMMODITY” AND THE “MONETARY” ASPECTS 


72. To stabilize the price of a commodity is equivalent to stabilizing the 
power of money to purchase that commodity. Within a country, single 
commodities often account for only a tiny proportion of the total flow of 
transactions which constitute the work which money has to do. The money 
implications do not therefore force themselves upon our attention except 
in times of general price control, or in countries where a high proportion 
of income is dependent on the commodities being stabilized. If we are 
thinking of stabilizing prices in international transactions, the monetary 
implications can be looked at both in relation to the economies of the 
buying and selling nations, and in relation to the transactions between 
them. A commodity which is not important in relation to the internal flow 
of transactions may nevertheless be very significant in relation to a country’s 
foreign exchange earnings. But it has been usual tacitly to ignore even 
the international monetary implications, as long as stabilization proceeds 
piecemeal by single commodities. 

73. This is no longer excusable if a whole group of commodities is 
stabilized together ; the twenty-five most important internationally traded 
commodities account for a third of world trade, and, even if such an act 
of stabilization is not allowed to affect national monetary policies, it would 
profoundly affect international monetary relations. It is arguable, in fact, 


that a major act of price stabilization is primarily the creation of a new 
monetary system; at the very least it must be realized that schemes cover- 
ing many commodities are an interference with money just as much as they 
are an interference with trade in particular products. There is here a 
dividing wall in peoples’ thought, and we hope that this report will help 
to break it down. This is our reason for discussing in chapter 6 some 
matters which require further study in the monetary field. 


SIGNPOSTS FOR REMEDIAL ACTION 


74. Once it is agreed that international action is required and desirable 
for relieving the community of nations of the grave disturbances created 
by highly unstable markets for primary goods, the question becomes one 
of the rational choice of remedies. In chapters 5 to 8 we deal with a 
number of these. 

75. Yet these distinct types of action, and the several variations that 
present themselves for their implementation, are so diverse that any at- 
tempt at laying down a set of guiding principles to which they should all 
adhere would have to operate at an excessive level of generality. In the 
present chapter, therefore, we restrict ourselves to noting two main prob- 
lems. Starting from the assumption that remedial measures should not only 
introduce a greater measure of stability in the world economy, but should 
also promise no more than minimum interference with other economic ob- 
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jectives shared by the community of nations, we have singled out economic 
growth as the most important of these other economic goals. In the fol- 
lowing paragraphs, we indicate broadly how this consideration has influ- 
enced our thinking on the problem of practical stabilization measures. This 
does not mean that the pursuit of international stabilization schemes will 
not incur costs in terms of still other economic objectives. For example, 
some of the proposals discussed in the following chapters require consid 
erable amounts of finance. The raising of the sums involved would clearly 
present great difficulties in many, if not all, countries; nor can it be guar- 
anteed that financial losses will not occur. Yet benefits can rarely be secured 
without incurring costs, if only in the form of risks; and we assume that 
action towards increased stability is worth some price, provided the net 
benefits can be safely expected to exceed it. 


76. The springs of economic growth are numerous. But, viewing the 
world as a whole, one condition of growth is surely that productive re- 
sources should be allocated efficiently and, hence, that this allocation should 
be adapted as quickly and fully as possible to fundamental long-run changes 
in the conditions of supply and demand. As long as no alternative means 
exist for signalling and stimulating the required changes in resource use, 
we affirm that long-term changes in the price relationship between com- 
modities must be permitted to perform this function as best they can. 


77. It is for this reason that organized interference with the short-term 
instability of primary commodity markets should refrain from disrupting 
long-term price movements. What should be stabilized are short-term 
fluctuations around long-run price movements—be they up, down or con- 
tinuing on an even level. To implement ‘*‘is principle is, indeed, the major 
operational problem of all measures examined in chapters 5 and 6. We 
doubt if stabilization measures can avoid affecting basic price develop- 
ments altogether. But we consider it indispensable that deviations from 
the long-run price movements that would prevail in the absence of inter- 
national market controls be kept to a minimum. In view of man’s limited 
ability to predict the future, this will be difficult to accomplish. Yet we do 
not believe the difficulty to be insurmountable provided governments set a 
high value on the purpose of stabilization and are, therefore, disposed to 
forego possible short-run gains which would be at the expense of stability, 
and at the expense of one another. 


78. The consideration expressed in paragraph 76 has also induced us to 
refrain from proposing that measures designed to stabilize commodity 
prices in the short run should be used at the same time as, or be accom- 
panied by, measures for stabilizing primary commodity prices at a level 
in the long run more favourable in relation to the prices of manufactures 
than would otherwise prevail. In other words, the question is whether] 
average commodity prices over the long run should be raised by special 
action in order to augment the export proceeds of primary producing) 
countries and thus to assist in their development. | 


79. It is our conviction that it is preferable not to mix “trade” with | 


“aid”. If aid is to be extended by the advanced to the economically less 








“ 
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leveloped countries—and this in our opinion is in the interests of all—it 
hould preferably be given by means that will not distort the flow of trade 

r the long-run trend of prices. The function of these prices is to reflect 

hanges in the underlying conditions of supply and demand and to pro- 
mote an allocation of productive resources that maximizes world economic 
growth. 

80. This does not mean that we consider market prices to be either 

natural” or sacrosanct. We do not want to make a fetish of them. Short- 
term changes in commodity prices we consider to be often excessive and 
pernicious in their full consequences and we are prepared, therefore, to 
recommend their control by inter-governmental action. Nor do we believe 
that the long-run price movements which actually evolve under prevailing 
market conditions are exactly identical with the long-run price changes that 
will maximize economic growth in a dynamic world. Unfortunately, there 
ire far too many national interferences with domestic and international 
markets to preserve this identity. Furthermore, commodity prices are now 
determined to some extent by the bargaining of governments. The prices 
which result from the bargaining process must inevitably reflect the bar- 
gaining strength of the parties. This clearly introduces into price deter- 
mination an element which is essentially unconnected with the process of 
long-term market equilibrium, even if the harmful consequences of eco- 
nomically unrealistic prices force the bargaining results to be modified, 
ind even if the anticipation of such ill consequences restrains govern- 
ments in the full exercise of their bargaining power. 

81. We indeed find it necessary to point to some further effects of 
government bargaining on primary commodity prices. There are strong 
grounds for assuming that in such bargaining, viewing periods of com- 
modity scarcity along with periods of commodity abundance, the bar- 
gaining power of the under-developed countries tends to be inferior to 
that of the industrial countries. This inferiority is likely to prevail because 
the economically under-developed countries cannot afford to carry large 
commodity stocks so easily as the industrial countries ; because they require 
prompt receipt of income and roreign exchange for their export products ; 
because their vulnerability to instability in primary product markets makes 
them even more interested in international stabilization measures than the 
industrial countries are; in short, because they are economically under- 
developed. The widespread adoption of international stabilization measures 
must inevitably increase the extent to which primary commodity prices are 
influenced by government bargaining. To the extent that the bargaining 
strength of the under-developed countries is exceeded by that of the in- 
dustrial countries in actual bargaining situations, the latter countries would 
enjoy an edge of influence in the negotiation and renegotiation of com- 
modity stabilization arrangements. Should they exploit this superiority, the 
economically under-developed countries would not only suffer an unfair 
disadvantage, they might also find it necessary to decide that stability 
would be bought at too high a price. 
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82. On the other hand, if international commodity stabilization should 
come to be extended to a large number of primary product markets, it is 
possible that this inferiority of the under-developed countries in bargaining 
strength would be offset, more or less, by the preoccupation of the industrial 
countries with price policies which tend to lift primary product prices 
somewhat above the level that would evolve in the market in the absence 
of international commodity stabilization. This preoccupation might well 
prevail in many industrial countries because their governments are, by and 
large, subject more to the pressure of domestic primary producers than 
to that of domestic consumers. Viewing their interests in a large number 
of primary products together, they might therefore favour relatively high 
prices of primary products in general. When industrial countries are ex- 
porters of primary products—or though being net importers, have a large 
volume of domestic production—their bargaining objectives might exhibit 
a bias towards relatively high prices in primary product markets. 


83. We hasten to add that in paragraphs 81 and 82 we present hypotheses 
which, though we find them plausible, neither we nor anyone else can prove 
or disprove at the present state of knowledge. Nor is it possible to express 
these differences in bargaining power and bargaining objectives in terms 
that would give them operational significance. The only way in which 
justice can be done to these peculiarities, whenever they exist in actual 
bargaining situations, is for all governments to be aware of them and, 
especially, for the governments of economically advanced countries to 
perceive that it is not necessarily in their enlightened interest to exploit 
their possible edge in bargaining power. In other words, they might be 
wise to give the economically under-developed countries the benefit of 
the doubt. 
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PART Il. THE MEASURES 





Chapter 4 
Review of past proposals 


84. The following review of past proposals is selected and arranged 
vith the sole purpose of enabling our recommendations to be judged in 
elation to our predecessors in thought and policy; it does not aim at com- 
prehensiveness. Accordingly, the classification adopted for this historical 
review corresponds to the order in which our own proposals are developed 
in the following chapter. We feel that the pre-1929 world is now too 
remote to be of much relevance for our present problems; accordingly, no 
ittempt has been made to carry the historical review beyond that date. 


MULTILATERAL COMMODITY AGREEMENTS 


Pre-war and war-time developments * 
85. The sharp decline in primary commodity prices, starting in the late 
nineteen-twenties, created an increasing interest in concerted international 
iction for inter-governmental regulation of trade in primary commodities.” 

86. The London Monetary and Economic Conference of 1933 consid- 
ered the advisability of concerted international action to regulate the 
production and marketing of foodstuffs and raw materials of great impor- 
tance for international trade. The Conference approved a report by one 
\f its sub-commissions which defined in greater detail the principles that 
should govern inter-governmental arrangements. These, the report stated, 
should conform to certain conditions, and inter alia, they should be fair 
to both producers and consumers, comprehensive as regards producers, ad- 
ministratively practicable, of adequate duration, and flexible with respect 
to adjusting supply to changes in demand. 

87. Looking back a few years later on the role of the commodity agree- 
ments in the subsequent recovery, the League of Nations Committee for 
the Study of the Problem of Raw Materials noted that: 

“,. . while it would not wish to state that all regulation schemes in 
the past have been well conceived or beneficial to all the interests 
concerned [the Committee] considers that the governmental regula- 
tion schemes relating to raw materials now in operation have, generally 


1 For a comprehensive description, see International Labour Office, /nter-govern- 
mental Commodity Control Agreements (Montreal, 1943). 

2 The World Economic Conference (Geneva, 1927) had already examined the ques- 
tion of control of raw material supplies, in the light of regulatory schemes by producers 
and merchants which had spread in the nineteen-twenties. The Conference, in its final 
report, emphasized the necessity of approaching commodity agreements from the point 
of view of broader general interests. It described such agreements as a development 

. which has to be recognized and which, from this practical point of view, must be 
considered as good or bad according to the spirit which rules the constitution and the 
operation of such agreements, and in particular according to the measure in which those 
directing them are actuated by a sense of the general interest”. 
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speaking, been an important factor in the improvement in economic 
conditions experienced in producing countries during the depression, 
as well as in the development of international trade.” * 

88. The agreements thus described as having been “an important factor 
in the improvement of economic conditions” related to wheat (1933), 
sugar (1937), tea (1933, 1936 and 1938), rubber (1934, 1936 and 1938), 
timber (1935), tin (1931, 1933, 1934, 1937 and 1938).* 


89. To these there was added in 1940 an agreement on coffee. While 
details varied, these inter-governmental agreements tended to broaden 
previous producers’ agreements in the direction of international administra- 
tion of the schemes by specially established supervisory bodies as well as 
participation or representation of importing countries in the negotiations. 

90. Apart from the above-mentioned inter-governmental agreements, a 
number of other schemes were also established in the nineteen-thirties which 
were, however, confined to producers’ agreements (particularly among 
minerals) or to regulation of trade by bilateral agreements. Moreover, other 
proposals for further inter-governmental control had reached an advanced 
stage of discussion by the time the Second World War broke out. 


91. During the war, the principal belligerents regulated the import of 
many foodstuffs and important materials by centralized buying, combined 
purchasing boards and allocation of supplies among different users. Some 
of the existing agreements were continued during the war years, and a 
new tin agreement was concluded in 1942. Moreover, some of the founda- 
tions of post-war agreements were laid during the war. Thus the Wheat 
Protocol of 1942, signed by four large exporters and the United Kingdom, 
provided for a post-war International Wheat Conference. The Hot Springs 
United Nations Conference on Food and Agriculture (1943) as well as 
such regional meetings as the Second Inter-American Conference on Agri- 
culture (Mexico City, 1942) emphasized the potential value of commodity 
agreements for the promotion of economic stability and development. 


Post-war developments 


92. The subject of inter-governmental commodity arrangements was 
considered at the Preparatory Committee of the United Nations Conference 
on Trade and Employment and later at the Conference in Havana (1947 
and 1948). The result of these discussions is embodied in chapter VI of 


the Havana charter. The purpose of commodity agreements is defined 
as follows: 


“to prevent or moderate pronounced fluctuations in the price of a 
primary commodity with a view to achieving a reasonable degree of 
stability on a basis of such prices as are fair to consumers and provide 
a reasonable return to producers, having regard to the desirability of 


securing long-term equilibrium between the forces of supply and 
demand ; 


8 League of Nations, Report of the Committee for the Study of the Problem of Raw 
Materials (Geneva, 1937.11.B.7). 


4 The dates indicate the years of agreements or major amendments to existing agree- 
ments. 
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to maintain and develop the natural resources of the world and protect 
them from unnecessary exhaustion ; 

to provide for the expansion of the production of a primary com- 
modity where this can be accomplished with advantage to consumers 
and producers, including in appropriate cases the distribution of basic 
foods at special prices; 

to assure the equitable distribution of a primary commodity in short 
supply.” ® 

93. The Havana charter also established general procedures for the ne- 
gotiation of commodity agreements, including preliminary study, wide 
epresentation in negotiation and administration of agreements, and full 
publicity at all stages. 

94. Even before the Conference, the Preparatory Committee as well as 
the Food and Agriculture Organization Preparatory Commission on World 
Food Problems requested the Economic and Social Council to set up 
machinery for a systematic approach to commodity problems. Acting on 
these requests, the Council adopted resolution 30 (IV) of 28 March 1947, 
requesting Members of the United Natiot.s to adopt as a general guide in 
nter-governmental consultation or action with respect to commodity prob- 
lems the relevant principles laid down in the draft charter of the Interna- 
tional Trade Organization, and requesting the Secretary-General to appoint 
an Interim Co-ordinating Committee for International Commodity 
\rrangements. 

95. This Committee at present consists of a chairman nominated by 
the Contracting Parties to the General Agreement on Tariffs and Trade, a 
member nominated by the Food and Agriculture Organization of the 
United Nations, to be concerned in particular with agricultural primary 
commodities, a member to be concerned in particular with non-agricultural 
primary commodities, and a member with wide experience in the problems 
of countries undergoing development whose economies are dependent on 
the production and international marketing of primary commodities. 

96. With respect to the calling of commodity conferences, the Council 
adopted resolution 296 (XI) of 2 August 1950, which inter alia authorizes 
the Secretary-General : 

“to convene, on the advice of the Interim Co-ordinating Committee for 
International Commodity Arrangements acting on the request of an 
appropriate inter-governmental study group, inter-governmental con- 
ferences whose terms of reference shall be to discuss measures de- 
signed to meet special difficulties which may exist or may be expected 
to arise concerning a particular primary commodity.” 

97. The Council further requested the Interim Co-ordinating Commit- 
tee, in considering its advice to the Secretary-General, to follow the relevant 
principles laid down in the Havana charter. 

98. Since 1946, several governmental conferences have taken place under 
the auspices of the United Nations, but for only two commodities has an 
agreement been reached, (wheat 1949 and 1953, and sugar 1953). In 
addition, a new agreement was reached by the tea producers’ associations of 


5 Article 57, (c), (d), (e) and (f). 
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some major export countries, subject to the approval of the governments 
concerned. To this may be added arrangements concluded as a result of 
advice of the regional bodies of the United Nations*® and regional gov- 
ernmental bodies. The post-war period also saw certain emergency mecha 
nisms established multilaterally, mainly by important consumers.* 


99. The International Wheat Agreement reached in 1949, and renewed 
in 1953, does not include provisions for quantitative control of productior 
or export quotas. On the other hand, it embodies an agreement by eac!l 
exporter to sell specified quantities of the commodity within a given pric 
range, and an agreement by each importer to purchase specified quantities 
within the same price range.* Even though the International Wheat Agree 
ment succeeded in its immediate objective of providing a measure of stability 
to export and import prices of the commodity for the guaranteed block of 
trade, certain features of the agreement have come under critical scrutiny, 
especially its pricing provisions.’ The lack of provision for adjustment of 
the agreed price has been pointed out, and two possible types of adjust- 
ment have been considered: (a) adjustment in the direction of the differ- 
ence between the average prices paid in the previous year in transactions on 
guaranteed and non-guaranteed quantities; and (b) adjustment in the 
direction of the general level of international trade prices, so as to protect 
the real incomes of both producers and consumers of wheat from the 
impact of general inflationary and deflationary tendencies. 


100. The International Sugar Agreement reached in 1953, like the wheat 
agreement, is limited to a part of world trade—in this case, the so-called 
“free market” in sugar.*® The International Sugar Agreement also sets a 
price range; provision is made for pric. adjustment by the International 
Sugar Council. Basic export tonnages of the free market are set for each 
of the exporting countries, subject to modification, with changes in prices 
taken as an indication of need to adjust supplies. Exporting countries 
agree to adjust production in order to prevent excessive stocks, but also 
to prevent shortages by the maintenance of adequate stocks. Importing 
countries agree to limit their purchases in the so-called “free market” 
from non-participating countries. 


101. While only sugar and wheat have reached the stage of multilateral 
inter-governmental agreement, other commodities '! are under consideration 
by study groups and may reach the stage of conferences sooner or later. 


6 The Economic Commission for Asia and the Far East participated in studies and 
discussions prior to the rice meeting at Baguio, Philippines, in March 1948, called under 
the joint sponsorship of the Food and Agriculture Organization and the Interim Co- 
ordinating Committee for International Commodity Arrangements. 

7 International meetings involving such matters as conservation of resources also 
had some bearing upon international regulation of commodity trade. Agreements arrived 
at by bilateral negotiations were, of course, quite frequent. 

8 In 1951/52, the “guaranteed quantities” constituted a little more than half of total 
world exports. 

® Food and Agriculture Organization of the United Nations, A Reconsideration of 
the Economics of the International Wheat Agreement, Commodity Policy Studies, No. 1, 
(Rome, September 1952). 

10 That is, excluding transactions concluded under special arrangements, 

11 Including cotton, rubber, tin and wool. 
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PROPOSALS FOR THE ESTABLISHMENT OF INTERNATIONAL BUFFER STOCKS 


102. The second group of proposals that has received considerable 
support during the past twenty years centres around the idea of creating 
international buffer stocks in important individual commodities. The com- 
mon idea is that resources should be used to buy commodities when prices 
fall below a certain floor, and should be recovered by selling the commodi- 
ties when prices exceed a specified higher ceiling. Of course both prices 
need to be revised from time to time. 


103. The only international buffer stock ever to reach the stage of actual 
operation was the tin buffer stock, which was in operation from 1931 
to 1934, from 1934 to 1935 and from 1938 to 1939. This experience is of 
mly limited present value since the stocks were formed and managed only 
by the producers and were generally too small to achieve much.” 


104. No other schemes became effective, although the previously quoted 
Report of the Committee for the Study of the Problem of Raw Materials 
of the League of Nations contained the suggestion “that the governments 
of the principal consuming countries form buffer stock committees and 
invite representatives of restriction schemes to co-operate in the establish- 
ment and operation of a buffer stock”. 


105. With the Second World War approaching, it was logical that the 
idea for further action should be considered from a national point of view. 
In the United Kingdom, J. M. Keynes advocated the idea that the gov- 
ernment should invest as much as £500 million in buffer stocks with the 
dual purpose of stabilizing commodity prices and accumulating strategic 
reserves.”® 


106. The first official proposai for operation of buffer stocks on an 
international scale appeared in the report of the League of Nations on 
Economic Stability in the Post-war World (Geneva, 1945). While wel- 
coming such proposals, the report also pointed out certain pre-conditions 
of success.* The report described an illustrative arrangement, where prices 
are stabilized within a range of 20 per cent above and below a standard 
equal to a moving average of prices for the preceding eight to ten years. It 
concluded that: 

“variations of the maximum and minimum prices would be required 
whenever stocks tended to accumulate over any considerable series of 


12 For details of operation and appraisal of results, see K. E. Knorr, Tin under Control 
(Stanford, California, 1944). 

13 “The Policy of Government Storage of Foodstuffs and Raw Materials”, The Eco- 
nomic Journal, September 1938. Keynes continued to be impressed by the economic 
arguments in favour of international buffer stocks, and advocated the idea subsequently. 
In a book called National Reserves for Safety and Stabilization (London, 1939), 
L. St. Clare Grondona strongly advocated the establishment of large buffer stocks in 
the United Kingdom. The central idea was that a British corporation would determine 
an annual base price for selected imported commodities and stand ready to buy each 
commodity in unlimited quantity, for one year at least, at 90 per cent of base price and 
to sell to the extent of its holding at 110 per cent of base price. The author did not 
contemplate buffer stock action by a group of nations. 

14“(j) The stocks should have a financial backing of strength adequate to ban any 
speculation on its breakdown; (ii) they should be so large as to preclude speculation 
on their exhaustion; (iii) they should be subject to a determined policy of price stability 
and not of maximum profits” (chapter XIX, page 266). 
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years because the maximum was too high or to vanish because the 
minimum was too low. For buffer stocks to operate successfully, the 
mean price should be such as to adjust production to demand over the 
period of the cycle.” 
107. A further impulse towards the establishment of buffer stocks is 
contained in the report of the United States President’s Materials Policy 
Commission.*® 


108. The report emphasizes the disadvantages of instability for all par- 
ties involved : 










“The violent fluctuations subject industrial nations to economic difficul- 
ties since periodically they have to pay excessive prices to overcome 
shortages of materials and thus, at the root of all production, encounter: 
a potent inflationary force. Even greater injury is caused to the 
economies of resource countries which often depend heavily on the 
marketing of a few materials. Short-term and violent boom-and-bust 
cycles cause unemployment, severe declines in their revenues, foreign 
exchange and balance of trade position, all of which hinder them in 
planning and carrying through balanced programmes.” 


109. The favourable conclusion of the Commission on the potentialities 


of buffer stocks (as well as multilateral contracts), deserves quotation 
in full. 


“The Commission believes that, on balance, the international arrange- 
ments that hold the greatest promise for stabilizing materials markets 
and, at the same time, for promoting the increased production of 
materials that the future will demand are the multilateral contract 
type of agreement and buffer stock agreements either without or with 
quota provisions on exports or production. The appropriate mechanism 
| for particular problems must be decided case by case. 


The Commission believes further that, despite the clear difficulties of 
negotiation and the fact that the United States would be called upon 
; to finance a considerable share of the costs, commodity agreements of 
| the type endorsed hold sufficient promise of reducing materials market 
| instability and its harmful consequences to free nations to merit 
serious consideration and efforts to work out, as tests, stabilization 
| agreements with other countries for a few materials. Greater stability 
would mean enlarged production of scarce materials. Failure to work 
toward stability would continue a major source of economic strain in 
ie free world, and would leave the door open for reappearance of 
he pre-war cartels and restrictive agreements with consequent limita- 
ions on production, consumption and trade.” 


15 The chairman of the delegation that prepared this report, Mr. W. W. Riefler, 
later published “A Proposal for an International Buffer Stock Agency” in the Journal 
of Political Economy for December 1946, in which he considered the difficulties and 
possibilities of such an agency and concluded that political and administrative objec- 
tions might be overcome and buffer stocks might be operated and might be successful 
in stabilizing international trade in raw materials and food. 


16 Resources for Freedom, vol. 1, chapter 15, “Reducing Market Instability” (Wash- 
ington, 1952). 
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COMMODITY CURRENCY PROPOSALS 


110. This type of proposal arose out of the problems of the great de- 
pression of the early nineteen-thirties. A number of economists almost 
simultaneously arrived at proposals to stabilize the prices of groups of 
primary commodities by some measure of monetization.’ Some of these 
proposals have been made on an international basis, others for adoption by 
nly one or a number of countries. Several authorities have declared that 
the proposals could be operated either with or without an international 
agreement. Since the establishment of the International Monetary Fund, 
however, increasing thought has been given to the necessity of supple- 
menting the functions of the Fund by operating a commodity reserve 
scheme. A specific supplementation of the International Monetary Fund by 
an International Commodity Corporation (ICC) was proposed by Mr. 
Benjamin Graham.” This corporation would carry out the function of 
stabilizing prices by the methods of the commodity reserve scheme. 


"141. The proposals may differ in respect of the commodity unit to 3 


stabilized. Mr. Ben amin Graham in_proposing a com r 
products * established the following criteria for selection: /” 
—— “a . . . 
\ “(i) Stabilization of the unit must result in a reasonable degree of 
stability in the prices of other goods and services. 





17 J. Goudriaan, How to Stop Deflation (London, 1932). The sub-title of this pub- 
lication is “Stabilizing the gold value in terms of goods by means of open market opera- 
tions of the circulation banks in the commodity markets in accordance with the 
formula: one kilogramme of gold equals the sum of fixed quantities of raw materials”. 
Professor Goudriaan made proposals in this direction as early as October 1931 in 
various issues of Economisch-Statistiche Berichten. Frank D. Graham, “The Creation 
of Employment”, Economic For vat aepsing. 105% Benjamin Graham, “Stabilized Re- 
flation”, Economic Forum, Spring 1933. These three authors subsequently elaborated 
their proposals in various other publications. Especially noteworthy are the following: 
|. Goudriaan “Economie in Zestien Bladzijden”, Introduction to Analytical Economics 
(Amsterdam, 1953) ; Frank D. Graham, “Prime Functions of Money and their Con- 
summation in Monetary Policy”, American Economic Review, Proceedings, March 
1939 Supplement; “Transition to a Commodity Reserve Currency”, ibid, September 


1941; Social Goals and Economic Institutions, (Princeton, 1942) ; Benjamin Graham, 
Pepe pd Sra et Na Yorke Oc ang World Commodities ond Wark Caran 

New York. . See also Khouw Bian Tie, “Stabilization through Monetization”, 
Economics and Finance in Indonesia, August 1953. 

These proposals were also supported by Professor F. A. Hayek, in “A Commodity 
Reserve Currency”, The Economic Journal, June-September 1943. A critical evaluation 
is found in “Commodity Reserve Currency: A Critique” by Beale, Kennedy and Winn, 
in the Journal of Political Economy, August 1942. The Benjamin Graham Commodity 
Reserve Proposal has been submitted to over-all evaluation and detailed study by a 
group of economists under the general direction of M. K. Bennett of the Food Research 
Institute, International Commodity Stockpiling as an Economic Stabilizer (Stanford, 
California, 1949). 

See also, for early proposals of a more restricted character from France, Italy and 
the United Kingdom, L. Fizaine, Crise et Monnaie (Nancy, 1933) ; F. Nomi, La Realta 
Monetaria (Milan, 1933) ; Pethick Lawrence, The Money Muddle and the Way Out 
(London, 1933). 

The above is by no means a comprehensive bibliography of commodity reserve pro- 

sals. 
m8 World Commodities and World Currency. 

19 Jbid The commodities suggested were wheat, corn, cotton, wool, rubber, coffee, 
tea, sugar, tobacco, petroleum, coal, wood-pulp, pig-iron, copper and tin. 
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(11) The unit must not be arbitrarily constituted in the sense that 
some commodities are unduly favoured over others. 

(ii1) Assuming that the units are to qualify as monetary reserves, then 
the group of commodities should together supply a satisfactory basis 
or equivalent for currency.” 7° 


In a more recent development of his proposal, Mr. Graham suggested a 
new combined monetary base consisting of 40 per cent gold and 60 per 
cent commodity reserves.” 


112. Professor Goudriaan, in the latest presentation of his proposal,” 
stressed particularly the necessity of using, in addition, the classical 
methods of central banking policies, such as bank rate policy and open 
market operations in order to keep the commodity reserves within reason 
able limits; and also the need for supplementary stabilization measures 
outside the field of primary commodities. 


GENERAL PROPOSALS 


113. Perhaps special mention should be made of two proposals relating 
to food, both arising from the war-time and immediate post-war desire for 
more general schemes of international reconstruction and co-operation 
These are the proposal for a World Food Board, and the proposal for an 
International Commodity Clearing House. 


114. The proposal for a World Food Board was made by the Food and 
Agriculture Organization in 1946," and placed before the Copenhagen 
Conference that same year. This proposal stressed the importance of na- 
tions not only consulting together but also acting together, and for this 
purpose proposed a World Food Board with the necessary authority and 
funds to fulfil four main functions: to stabilize prices; to establish an 
emergency world food reserve; to finance the disposal of surplus products 
on special terms to needy countries; and to co-operate with other organi- 
zations in matters of credits for development and trade and commodity 
policy. 

115. In respect of the first of the above-mentioned functions, stabiliza- 
tion, the World Food Board was expected to operate by means of buffer 
stocks, in line with the previous recommendations of the League of 
Nations.™ It was suggested that, for safety, the normal stocks held by the 
Board should represent six to twelve months’ trade, though this figure 
would vary from commodity to commodity. As for the financing of the 
Board, the report stated that “the relative benefits derived from the 
stabilization operations by different countries—exporting and importing, 
developed and under-developed—would need to be carefully weighed”. It 


20 World Commodities and World Currency, page 72. 

21 Benjamin Graham and Julius Hirsch, Stockpiles for Stabslity—Buffer Stocks anc 
International Monetary Policy (September, 1952). 

22“Economie in Zestien Bladzijden”, Introduction to Analytical Economics. 

23 Proposals for a World Food Board and World Food Survey (Washington, Octo- 
ber 1946). 

24 See above, paragraph 104. 
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vas also suggested that the Board, apart from the contributions for financ- 
ng the holding of normal stocks, should also be authorized to borrow on 
the market in order to finance the holding of additional stocks when re- 
juired. The Board would also require finance in order to divert unmarket- 
ble surpluses for sales at prices below the market prices. 


116. The Copenhagen Conference set up a Preparatory Committee, 
mmposed of sixteen countries, in order to examine this project in more 
letail. The Preparatory Committee, while recommending the creation of 
Price Stabilization Reserves” (buffer stocks), declared that “the only 
practical procedure under present conditions” was by way of nationally 
held stocks, administered under internationally agreed rules. The Pre- 
paratory Committee arrived at this conclusion because “many important 
governments are unlikely to accept the obligation of making large financial 
‘ontributions to international price stabilization reserves”’. 


117. No action was taken on this proposal during 1947 and 1948, largely 
because of the Havana Conference, from which it was then expected a 
separate international organization would emerge to undertake the functions 
proposed for the World Food Board; but when the Havana charter 
was not ratified aid surpluses of commodities were appearing in the inter- 
national market in 1948, the Director-General of the Food and Agriculture 

\rganization was instructed by its Council to prepare a further report on 
mmodity problems with the co-operation of outside experts. 

118. This new directive resulted in the proposals for an “International 

ommodity Clearing House”.** The proposed International Commodity 
Clearing House was to be constituted as a public corporation with an au- 
thorized capital fund equivalent to $5 billion. Its functions were similar 
to those of the World Food Board, except that the problem of incon- 
vertible currencies played a greater part in the new arrangements proposed. 


119. Again, however, this proposal was rejected by the subsequent Con- 
ference of the Food and Agriculture Organization on the grounds “that 
the financial functions proposed for the International Commodity Clearing 
House could be performed by the governments directly involved” and that 
t was extremely doubtful if governments would be willing to accept such 
new international commitments.”® 





25 World Commodity Problems, report prepared by a committee of six economists 
inder the chairmanship of Professor Condliffe (Washington, September 1949). 

26 In addition to these two proposals, mention may be made of two more far-reaching 
roposals put forward by Professors A. Hansen and J. Viner. 


Alvin Hansen proposed, in “World Institutions for Stability and Expansion”, Foreign 
{ffairs, January 1944, the establishment of an International Commodity Corporation 
to be additional to two other international agencies, one for monetary problems and 
the other for international financing. 


Jacob Viner proposed a third institution to supplement the International Bank for 
Reconstruction and Development and the International Monetary Fund, to be in charge 
f an “international employment stabilization fund, endowed with very great financial 
resources, much along the lines of the International Bank for Reconstruction and 
Development, but on a scale perhaps three or four times as great”. Among the func- 
tions of this fund he mentioned the achievement of general stabilization, and added, 
“any programme of accumulation of stocks of basic commodities and for the mainte- 
nance of ‘ever-normal granaries’ could readily be fitted into the operations of this 
agency” (Journal of Political Economy, April 1947). 
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PROPOSALS BY UNITED NATIONS COMMITTEES OF EXPERTS 


120. The committee -of experts which prepared a report in 1949 on 
National and International Measures for Full Employment,?" apart from 
recommendations directed towards internal stabilization, also considered 
the question of stabilization of income of primary producers. Its report 
stated that the “most suitable method for maintaining agricultural incomes 
is the stabilization of the prices of staple commodities in the world market, 
either through international commodity stabilization schemes, such as the 
International Wheat Agreement, or through the national commodity stabil- 
ization schemes of those countries which control a substantial part of total 
world trade in any particular commodity”. The committee recommended 
a meeting under the auspices of the Economic and Social Council “in order 
to develop a joint programme designed to establish, at a reasonably early 
date, a new structural equilibrium in world trading relationships . . .” 
Further relevant proposals were the setting of “targets” by countries for 
the more important balance of payments items, including imports and capi- 
tal outflows, stockpiling “as part of more general national schemes adopted 
by particular countries for stabilizing the prices of staple commodities in 
terms of their own currencies” and particularly a “permanent and sys- 
tematic international scheme”, to be operated through the International 
Monetary Fund, for replenishing the monetary reserves of countries which 
find their reserves depleted by the fall in the demand for their exports. 

121. A group of experts, in a report on Measures for the Economic 
Development of Under-Developed Countries *® recommended that “the 
developed countries should desist from commercial policies which hinder the 
development of the under-developed countries” and, specifically, that “they 
should not fix ceilings for the prices of imports without simultaneously con- 
trolling the prices of exports which under-developed countries buy from 
them so as not to affect adversely the terms of trad. of these countries”. 
In dealing with the problem of cyclical fluctuations in terms of trade, the 
report stated that “what is important to under-developed countries is not 
just the maintenance of their import capacity, but the maintenance of their 
import capacity without excessive indebtedness”. The report contained some 
suggestions for individual action by under-developed countries to reduce 
the incidence of the trade cycle upon their economies. It also recommended 
that “during periods when there is a general scarcity of supply of goods, 
the developed countries should establish machinery to ensure that the under- 
developed countries obtain an equitable share of capital goods and of other 
materials for maintaining their programmes of development”. 


122. Finally, the report of a group of experts, on Measures for Inter- 
national Economic Stability,?® made a number of recommendations relevant 
to the terms of reference of the present Committee. The report suggested 
that governments should reconsider the case for a series of commodity 
arrangements of various types ; also that the International Bank for Recon- 


27 United Nations publication 1949.II.A.3, cocemaghe 164, 186 to 188, 201 and 202. 
28 1951.II.B.2, pages 94 and 95, paragraphs 22 
29 1951.1I.A.2, paragraphs 85 and 86, 94 to e 126 to 143. 
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ruction and Development might indicate “that it is willing in principle to 

nsider participating in the financing of commodity arrangements that in- 

lve buffer stocks’. The use of existing international bodies for the 
-ordination of commodity arrangements was also suggested. 

123. In addition to action in the commodity field, the report contained 
arious proposals for contra-cyclical variations in the supply of capital 
funds for economic development by governmental and inter-governmental 
gencies “in the light of fluctuations in the foreign exchange receipts of 
the borrowing countries on current account and on other capital account and 
within a total burden of external debt which the borrowing country can 
reasonably assume’’. One of the suggestions in this direction was that coun- 
tries borrowing from the International Bank for Reconstruction and Devel- 
opment should be allowed to increase the rate of their drawings against 
the Bank’s loans, if their own export proceeds fell substantially. In addition 
to contra-cyclical long-term lending, the report also recommended replenish- 
ment of international monetary reserves as a buffer against trade fluctu- 
itions, mainly by changes in the policies and enlargement of the resources 
)f the International Monetary Fund. 
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Chapter 5 
International commodity stabilization schemes 


124. It is clear from the preceding chapter that there has been no lack « 
proposals for dealing with the instability of primary commodities and of! 
the terms of trade. But these proposals have not so far led to effectiv: 
action. Is this due to inherent defects in the proposals themselves, or ar 
methods having every prospect of success held up merely for lack of th 
will to apply them—because their adoption would conflict with national 
objectives outside the field of commodity stabilization or for some othe: 
reason? Although the Committee cannot, of course, entirely ignore consid 
erations of this kind, they are necessarily outside its frame of reference. Our 
analysis and recommendations are concerned with the intrinsic merits and 
defects of various stabilization arrangements. 


125. The subject is so complex that it may be useful to begin with a sys 
tematic listing of conceivable arrangements by which the objectives identi 
fied in chapter 4 might be implemented. 


126. Type of agreement 
(a) Bilateral contracts 


(b) Multilateral contracts 
Bilateral and multilateral contracts are designed to fix both prices 


and quantities or to limit the price range for a defined volume of 
trade. 


(c) International quota agreements 


These arrangements determine a price range indirectly by regu- 
lating the quantity of production, exports or imports. 


(d) International buffer stock agreements 
These agreements determine a price range indirectly by purchases 
for or sales from stock. 


Provision for obtaining stability in real terms 
(a) No provision 

(b) Adjustment by periodic renegotiation alone 
(c) Adjustment by an automatic formula 


(d) Inclusion of some imports of primary producers in stabilization 
agreements 


Commodity coverage of agreements 
(a) Single-commodity agreements 


(b) Multi-commodity agreemen‘s for stabilizing several individual 
commodities 


(c) Multi-commodity agreements for stabilizing the price of a group 
of commodities 
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THE TYPES OF AGREEMENT 
Bilateral contracts 

127. Apart from the inter-governmental trade arrangements between the 
Union of Soviet Socialist Republics and a number of other countries, a 
urge part of world trade is governed by contracts between pairs of coun- 
tries. Examples are the so-called “long-term” contracts between the United 
Kingdom and some of its suppliers. Similarly, there are arrangements which 
give a country a special share of a market. An example is the quota system 
governing supplies to the United States sugar market. A long-term contract 
loes not necessarily have stabilization as its major objective. It may leave 
the price to be renegotiated each year, its prime purpose being to encourage 
in expansion of production by guaranteeing a market at a price expected 
to be “reasonable”’. 

128. It is not, perhaps, beyond imagination to conceive of a world in 
which nations attempt to stabilize prices and export proceeds, regulate pro- 
luction at particular levels, and arrive at a mutually desirable relation of 
primary product prices and other prices by means of a maze of bilateral 
contracts. Yet this is unlikely to happen in the foreseeable future, and we 
need not be concerned now with bilateral contracts as the principal instru- 
ment of market stabilization. What is worth considering is whether the 
extension of bilateral contracts is possible or desirable as a subsidiary to 
ther stabilization arrangements. 

2Y. As a stabilizing device, the operation of long-term contracts is sub- 
ject to a number of defects and disadvantages. One of these is that “‘long- 
term contracts” are usually short-term contracts. Even if an arrangement 
stretching over several years is formally intended by the partners, it fre- 
juently provides for the annual renegotiation of the vital matters of price 
and, possibly, quantity. To be sure, when the partners have such a close 
general relationship that neither will attempt to drive too hard a bargain, 
both parties may look forward to satisfactory renegotiations. Nor can it be 
denied that many countries welcome an assured price and an assured 
market for part of their exports or imports even when the assurance covers 
no more than a year. Nevertheless, the measure of stability which such con- 
tracts can at best achieve is decidedly limited. 

130. The stability of contract arrangements is clearly affected by the 
possibility that, as a result of faulty forecasts, an importing country will 
find itself committed to pay a high price to a particular exporter when 
prices outside the contract have fallen; or, conversely, that an exporting 
country will receive a low price when prices outside the contract have risen. 

131. Another disadvantage is that residual variations in demand and 
supply become concentrated on the non-contract or “free” markets, and 
make them highly unstable. An example is sugar, for which the so-called 
“free market” now covered by the International Sugar Agreement is only 
one-sixth of world production and one-half of world trade. Not only may 
the residual “free” market be subject to especially severe disturbances ; the 
free market price also becomes, under these circumstances, a doubtful index 


of secular trends in demand or supply. 
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132. Long-term contracts are clearly more feasible when governments 
en,age in buying and selling primary products than when trade is left to 
private sellers and buyers. Where private trading is preferred, exporter: 
and importers m ist be organized for the purpose of negotiating and oper- 
ating contractual agreements, and this raises several problems, especially in 
importing countries. When government is not involved in the operation of 
long-term contracts, it may well—through policies concerning trade, 
foreign exchange, prices, rationing, monetary and fiscal matters—obstruct 
the fulfilment of contractual obligations assumed by private organizations. 
It is also possible that the very formation of private trade associations is 
considered undesirable on general grounds. Moreover, trade associations, 
particularly among importers, are less interested in stability than in the 
short-term maximization of profits. Their approach is narrower than that 
of governments. Not only does this tend to reduce the bargaining power of 
exporters, to whom stability is of more vital concern, it must also diminish 
the scope, duration and dependability of long-term contracts. In some coun- 
tries government trading itself may be the subject of lively political contro- 
versy with the result that it will expand and decline with changes in govern- 
ment. 

133. Further, if a pair of countries has been tied together by contract 
for some time, either country may find itself in grave difficulties if it sud- 
denly, on the breakdown of a contract, has to re-enter a world-wide market. 
There are therefore possibilities of exploitation of the weaker partner in 
a contract, which increase as time goes by. It is, as we have noted, possible 
that, considering periods of commodity scarcity along with periods of 
abundance, the bargaining power of primary producing countries as a whole 
is somewhat inferior to that of industrialized importing countries. Fre- 
quently, exporting countries cannot afford to accumulate stocks as large as 
those carried by industrial importing countries, and they are generally 
highly dependent upon the prompt accrual of income and foreign exchange. 

134. In conclusion, we feel that bilateral contracts may well be a possible 
means of market stabilization for minor commodities, for which other tech- 
niques are unsuitable, or where special circumstances promise a reasonable 
degree of success. Nor do we deny that the bilateral contract may have 
certain advantages, though not unmitigated by defects, when the primary 
purpose is expansion of productive capacity rather than moderation of 
violent short-term fluctuations in the market. We do not feel, however, that 
a greater resort to this method would be likely to reduce market instability 
appreciably. 


Multilateral contracts 


135. A multilateral contract may be no more than an arrangement, speci- 
fying prices and quantities, between more than two countries. In present- 
day discussion, however, the term has come to have a special application 
to contracts of the type of the International Wheat Agreement, and the 
term will be used in this sense in the rest of the chapter. The International 
Wheat Agreement is an arrangement by major exporters to make available 
specified quantities of wheat at a certain “upper price”, matched by an 
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greement by certain importers to buy specified quantities at a certain 
lower price”. If the free market price lies between the upper and the lower 
price, the agreement has no effect on trade that takes place. If the free 
market price rises above the upper price, the exporters yield a part of the 
idvantage which they might have gained by selling a part of their crop at 
the upper price. If the free market price falls below the lower price, the 
importers forgo a part of the advantage which they might have gained. The 
igreement is a guarantee of willingness to supply and to buy, and this cer- 
tainly has some value apart from the limitation of price movements. 


136. Such an arrangement has several good points. It isa form of mutual 
insurance policy, presumably balancing the interests of exporters and im- 
porters. It involves the minimum of interference with market operations 
and the pattern of trade; it sets no limits on production, and does not pre- 
vent the emergence of new or lower cost producers. It can work without 
being universal, though its stability is obviously affected if major countries 
find that they can do better by staying outside. 

137. The gap between the upper and lower prices in such an agreement 
is a measure of the difference in the expectations or hopes of the two sides. 
[his is true because the willingness to accept loss is limited, so that the price 
range can only be narrowed to the point at which each side (basing its judg- 
ment on its own expectations) reaches the highest risk it is willing to bear. 
Consequently large divergences in price expectations show themselves in a 
price gap so large that the free market price is likely to remain inside it; 
and the agreement will then have no practical effect. 

138. The extension of the multilateral contract to other commodity fields 
is limited by the peculiarities of different commodity markets. The Inter- 
national Wheat Agreement relates to a commodity produced in many types 
and qualities, but for which it was technically possible to relate all prices, 
by prescribed differentials, to a single basic price. Without this simplifica- 
tion it is doubtful if agreement could have been reached; and it is clearly 
very difficult to arrange a multilateral contract for a commodity which is 
marketed in a number of varieties, with widely fluctuating differentials 
between them, and with only partial substitutability of one variety for 
another. 


139. The nirst International Wheat Agreement, which ran from 1949 to 
1953, operated smoothly, though with a price advantage entirely to the im- 
porters. The willingness of exporters to renew it with only a small increase 
in the maximum price shows, however, that the net advantages cannot be 
judged solely from a comparison of free market and agreement prices 
Stability has value in itself. On the other hand, the refusal of a major im- 
porter to sign the second agreement, which is to run from 1953 to 1956, is 
an ominous indication of the tendency of such measures to break down as 
soon as they fail to serve the immediate national interests of the members. 
Multilateral contracts are an attractive type of agreement for commodities 
which satisfy the technical condition mentioned in paragraph 138; but if 
the views of governments about them are too far apart, they will be mere 
empty shells, with a price range so wide and a period of agreement so short 
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that they have little stabilizing effect. We find little evidence, with this, or 
indeed with other types of agreements, that governments are as yet assign- 
ing to stability a high enough value to justify hopes of smooth negotiatio: 
and renegotiation of effective arrangements. Until there is a change of atti- 
tude, multilateral long-term contracts cannot be expected to contribute 
materially to the stabilization of the world’s primary commodity markets. 


International quota agreements 


140. By a quota agreement we mean an agreement which regulates the 
quantity of a commodity which may be produced or exported by each pro- 
ducing country ; or which regulates the quantity which may be imported by 
each using country; or which divides up exports or imports by allocating 
fixed percentages to each country. Quota agreements by exporters have 
been in the past much the most frequent form of commodity agreement, 
being designed ostensibly as a defensive measure to prevent competitive 
price cutting and the poaching of markets in bad times. The purpose of 
quota agreements is to limit a movement of prices by controlling the quanti- 
ties traded, or to safeguard the position of established trading nations, or 
both. International agreements of this kind have of course numerous analo- 
gues, both national and international, in the operation of private cartels. 


141. The expert committee on Measures for International Economic 
Stability,! reporting in 1951, wrote as follows: 


“Provided fair representation is accorded to both sides, we do not wish 
to rule out any particular type of agreement. We believe, however, 
that the allocation of maximum production quotas should be avoided 
so far as possible. These tend to freeze the geographical pattern of pro- 
duction and may lead to unnecessary unemployment of resources; 
where practicable it is better to stockpile a commodity in times of re- 
duced demand than to limit its production. (There is no objection to 
the allocation of maximum export quotas provided output is not re- 
stricted and any excess is temporarily stockpiled.) Only where sur- 
pluses cannot be dealt with by stockpiling, and where the working of 
the price mechanism would restore a balance between supply and de- 
mand only painfully and slowly, should restriction of output be con- 
sidered. In an expanding world economy, restriction of output is likely 
to be both unnecessary and undesirable for most commodities. Like- 
wise, restriction of consumption by the allocation of import quotas 
should be avoided except in cases of international emergency.” 

142. We agree with this view, and are willing to be more definite. Quota 
restriction of production or exports is a response to a fear of surpluses; 
but there are two kinds of surplus. There are surpluses which emerge in 
all industries from time to time, but which in the course of a few months or 
years are eliminated by the rise of demand; and there are those which 
appear in an industry which, for technological reasons or because of changes 
in taste, is contracting or dying. We are prepared to agree that quota agree- 
ments may have their place in securing the orderly reduction or demise of 
industries in this latter class. We do not think that they are desirable in 
other cases. 


1 Paragraph 71. 
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143. There are two reasons for this opinion. One (which applies to 
quantitative limitations of production or exports) is that there is, we think, 
more substance than is sometimes allowed in the simple-minded protest that 
it is wrong to restrict production when so much of the world is poor. The 
emergence of a temporary surplus should be a signal, not for restriction, 
but for a search for means of expanding the demand ; the immediate pallia- 
tive should be, wherever possible, the storage of the surplus and not its 
elimination through restriction. The danger of restriction is that it becomes 
a substitute for measures to expand demand, and that it leads to a régime 
in which profits are maintained by high prices on a low turnover. This argu- 
ment, of course, applies equally to national schemes of restriction. 


144. The second objection to quota restriction applies also to “percent- 
age” sharing of markets, and the objection seems to us to be well founded 
in theory and experience. It is the harm done to economic progress by freez- 
ing a particular pattern of production or exports. The demands for quota 
restrictions often come from high-cost producers (who see their hold on 
the market slipping) and are supported by allegations of “unfair” and 
“wasteful” competition. We do not deny the occasional need for regulating 
unfair trading practices, but we think that it is all too easy to use it as an 
excuse for preventing desirable progress towards a more efficient allocation 
of resources. 


145. Quotas may also be used to provide for an orderly increase in pro- 
duction and export capacity. For instance, the new International Sugar 
Agreement provides for this possibility. However, although such provisions 
are an improvement on purely restrictive schemes, they are a small improve- 


ment attached to an arrangement that remains basically objectionable. For 
practical purposes, quota agreements tend to restrict or freeze production 
or exports even though, now and then, an additional measure of flexibility 
is introduced into the administration of the restrictive controls. 


146. It goes without saying that restrictive trade and price controls 
administered by private business concerns are liable to be fully as harmful 
as inter-governmental quota arrangements, and perhaps more so because 
they are commonly secret, make no provision for consumers’ representa- 
tion, and are impervious to the broader considerations that may influence 
government policy. Yet we think it worth while to emphasize that, if quota 
agreements are in general eliminated from inter-governmental practice, 
it becomes all the more urgent for governments to take effective action against 
restrictive business practices. Primary producing countries may claim to be 
disadvantaged if they are deprived of the alleged benefits of quota agree- 
ments while they remain subject to the ill effects of private restrictive busi- 
ness practices emanating predominantly from the industrial countries. 


147. International regulation of imports can be condemned on the same 
grounds that render the restriction of production and exports undesirable. 
It also leads to the inefficiency of allocation which is a feature of all ration- 
ing. Yet there may be circumstances that condone temporary resort to 
inter-governmental regulation of imports. The International Materials 
Conference may be cited as an example. Its prime purpose was not tc 
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moderate short-term price fluctuations but to prevent raw materials in ex- 
tremely short supply, and essential to industrial production in many coun 
tries, from going (in disproportionate quantity) to the highest bidder. 





International buffer stock agreements 


148. A buffer stock agency is an organization for maintaining price 
stability or ensuring future supplies by purchasing and withdrawing sup 
plies from the market when prices are weak, and selling stocks when current 
supplies fall short of demand. Its open-market operations follow the prac 
tice of exchange stabilization funds which are set up to maintain stability 
in a free foreign exchange market. The purpose of buffer stocks is not t: 
interfere with the price trend that will equate supply and demand in the 
longer run, but to moderate violent short-term fluctuations of price around 
this trend. 


149. A buffer stock does not of itself involve interference with the pat- 
tern of production and trade. That is its great virtue. It leaves low-cost 
producers free to increase their share of the market, and it permits con- 
sumers to buy where they want to. In full operation, and in possession of 
adequate reserves both of a commodity and of money to purchase more, its 
existence might be a powerful deterrent to the speculation which sometimes 
makes commodity markets more unstable. On the other hand, any suspicion 
that the buffer stock agency has resources insufficient to check a price move- 
ment would tend to set in motion speculative sales or purchases which 
would add to the strain on those resources. The agency therefore requires 
for its effective operation massive reserves of money and of the commodity ; 
and it can afford to economize on either of these only by admitting greater 
variability in its buying and selling prices. 


150. The need for holding a sufficient stock of the commodity means that 
the agency must begin operations by purchases in a period of surplus, or 
else take over some existing non-commercial stock. It must also operate 
with a commodity capable of storage and having storage costs which can 
either be carried on the profits of the scheme, or borne by separate govern- 
ment subscription. The profits are usually considered to arise by purchasing 
whenever the market price falls to, say 90 per cent of some “‘basic price”, 
and selling when it rises to 110 per cent; but it is not necessary for the 
operation to be limited by such definite rules, and the agency could if desired 
apply different criteria to different grades and types_of the commodity, or, 
as we shall see, it could operate in several commodities at once. Neverthe- 
less, there must be some group of price levels, which we can refer to con- 
veniently as the “basic price”, which form the aim of the stabilization 
policy. 


151. The group of experts on Measures for International Economic Sta- 
bility discussed at some length technical questions relating to the successful 
operation of a buffer stock.? We shall not follow them into all the details, 
for we think that if satisfactory answers could be found to the following 


2 Paragraphs 74 to 84. 
















































STOCKPILING STRATEGIC AND CRITICAL MATERIALS 175 


main questions, less matters would be easily dealt with: 


(a) How is the “basic price” to be fixed initially, how is it to be varied, 
ind what are the rules for action if the reserves of money or of the com- 
modity run low? 

(b) What is to be the source of finance? 


152. It seems obvious enough that a buffer stock should be used to even 
ut short-term and cyclical variations in prices, but not to resist a long-term 
trend. In practice, however, the long-term movements can only be discerned 
ex post and after a considerable interval. The initial basic price can be fixed 
at some level, which seems, on the basis of past experience and in the light 
‘f reasonable forecasts, to be “on the trend”. The degree of doubt about 
this level will be very great, and it is important for the success of the scheme 
that no attempt should be made to place on the buffer stock the additional 
task of shifting the terms of trade. It would invite trouble to set a price 
which is outside any reasonable range of estimates of the “normal”. 


153. Whatever price is set may soon cease to be appropriate, and the 
signal that the basic price has departed from the trend will be a tendency 
to accumulate more of the commodity on downswings than can be disposed 
of on upswings; or to dispose of more on upswings than can be bought on 
downswings. Such symptoms must be treated as a signal for changing the 
basic price. Different methods are available for regulating changes in this 
price. In principle, the choice is between resort to an automatic formula, 
negotiation by the participating governments, or a combination of the two. 
A formula—presumably one making price changes automatic when there 
are excessive accumulations or losses of commodity stocks—has the advan- 
tage of not requiring renegotiation, which may be difficult and which, 
though reflecting the balance of bargaining power, will not necessarily 
yield a correct revision. The drawback of a formula is its blindness to im- 
portant market conditions left out of its construction, and hence the prob- 
able hesitation of governments to tie themselves to its operation. It seems 
to us that a combination of the two principal methods may afford the best 
approach towards resolving this vexing problem. Within any one year, a 
relatively small, but precisely defined, revision of the basic price might be 
left to the buffer stock authorities to make as soon as depletions or accumu- 
lations of stock reach a previously fixed limit for the year. On the other 
hand, major changes of the basic price might be subject to renegotiation 
by the participating governments. In order to discipline the bargaining 
process, it might be considered whether further automatic changes in basic 
price should not take place if renegotiation ends in an impasse although 
withdrawals from or additions to stocks threaten to terminate the operation 
of the buffer stock at the prevailing basic price. 


154. It is in line with our previous condemnation of quota agreements 
that we now express serious doubts about the wisdom of buffer stock 
arrangements allied to the quantitative restriction of exports or production. 
The temptation may be great to rescue a buffer stock from apparent finan- 
cial losses in the face of a persistent slump in prices. The proper remedy, 
however, is then a decrease in the basic price rather than resort to quota 
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restriction. Only in the exceptional case which we discussed in paragraph 
142 should temporary recourse to restriction be made. If one or two among 
a number of international buffer stocks end in financial loss, this risk should 
be regarded in the nature of an insurance premium worth the measure of 
stability which buffer stock operations in a number of commodity markets 
might afford. 

155. It is necessary to add, however, that there is no past experience 
which enables us to judge whether a buffer stock agency would be success- 
ful in confining price variations to a relatively narrow range about a 
smoothly varying basic price. The expectations of business men about the 
future course of prices are frequently wrong, and the agency might badly 
misjudge the underlying trend of prices and be forced to make sudden 
large readjustments. It might also be subject (as national stockholding 
agencies are) to great political pressure. It would seem common sense, 
therefore, not to insist on too narrow a range of permissible price fluctua- 
tions and to experiment with one or two simple commodities before embark- 
ing on large schemes involving many commodities at once ; though we shall 
see later that other reasons speak against this initial period of experiment. 


156. This brings us to the second question: how is the scheme to be 
financed? It can be taken for granted that the buffer stock authority will 
begin purchasing operations when prices are slumping. This will in any case 
ease the problem of finance. We note that the authors of Measures for 
International Economic Stability propose (in paragraph 79 to 84) that 
money should be subscribed or lent by importing and exporting countries 
and by the International Bank for Reconstruction and Development. We 
understand that the suggestion that the Bank should lend funds for this 
purpose has not been favourably received by that institution, since the pre- 
vention of short-term price fluctuations is distinct from long-term develop- 
ment and lies more clearly within the orbit of the International Monetary 
Fund. 

157. It seems to us that a new international agreement would be needed 
if funds for the scheme are to be channelled through either the Bank or the 
Fund or through a new international agency. We cannot offer estimates of 
the amounts of finance which buffer stocks might need, for the sums re- 
quired depend on many factors—such as the initial buying price, the range 
of permissible price fluctuations and the arrangements for changing the 
buying price—regarding which we could make no more than arbitrary 
assumptions. But we fear that it might be very difficult to persuade gov- 
ernments to set aside sufficient funds. This is an operation in which the 
only safe policy is to make a fair estimate of the sum required and double 


it; finance ministers and legislatures are often more prone to cut estimates 
than to increase them. 


158. International buffer stock agreements might provide either that the 
location of stocks, as well as buying and selling, is left to the discretion of 
the international buffer stock authority, or that stocks are stored in import- 
ing countries according to agreed proportions. It is also possible, however, 
to conceive of a series of national buffer stocks to be administered in con- 
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formity with internationally agreed rules on prices. Among the advantages 
of this arrangement are that it simplifies the problems relating to different 
grades of the commodity concerned and to the location of stocks; and that 
each country decides on its own method of finance. Yet there is also a dis- 
,dvantage. This is the danger that a system of national buffer stocks would 
make it more difficult for individual countries to stay in good faith with 
international arrangements or to accept the decisions made by the inter- 
national authority. For this reason, there could be less confidence in the 
integrity of buffer stock management than would prevail if the physical 
stocks and market operations were under the control of an international 
wuthority. 

159. We are aware of the fact that past attempts at stabilizing primary 
commodity prices by means of independent national buffer stocks have been 
a failure; and that, in many instances, they have led to schemes restricting 
output or exports in order to rescue a buffer stock whose financial capacity 
was becoming exhausted. We do not believe, however, that experience with 
national buffer stocks is relevant to the prospects of an international 
arrangement. National buffer stock managements have so far invariably 
been under pressure by producers whose short-term interest lay in high as 
well as stable prices ; and when the buying price of buffer stocks is set higher 
than the price that will equate, over a period of time, the volumes demanded 
and supplied, the management of buffer stocks must dispose of immense 
financial means, or else production must be restricted by direct controls. 
In contrast, international buffer stock agreements will (if they follow the 
principles approved by the Economic and Social Council as a guide in nego- 
tiating commodity agreements) provide importing countries, taken together, 
with a voice in management equal to that of exporting countries, taken 
together. Subject to the qualification mentioned in paragraph 81, this parity 
of influence should guarantee that buying prices will not be set too high in 
the longer run. 

160. The fear that unwise economy might jeopardize the success of the 
buffer stock scheme has been one of the reasons for our later examination 
(chapter 6, below) of proposals for automatically financing the holding of 
stocks by the creation of new money. Buffer stock schemes are attractive 
in their flexibility and their lack of interference with shifts in production 
and trade; but if they are to be considered seriously as a means of stabiliz- 
ing the prices (or the average price) of a large number of commodities, the 
financial problems are likely to become so serious as to demand radical 
thought on monetary policy. 


General considerations on single-commodity agreements 


161. Like most of those who have studied commodity problems, we are 
impressed by the remarkable variations among them. It would be foolish 
to lay down a single form of agreement as an exclusive pattern. Because 
of the peculiarities of individual commodity markets, and because of limited 
experience with the various types of commodity agreements, what is most 
needed is the utmost flexibility in devising arrangements. Nor is the choice 
of method confined to the types of agreement we have discussed. In some 
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cases, it may be found possible and useful to combine two of these distinct 
methods in a single operational scheme or, though separate administratively, 
to use them for mutual support. There may be an advantage in relying on 
the gentle application of two controls rather than on the severe aplication 
of one. Since we are strongly opposed to quota agreements, we do not 
recommend that restrictive regulations be combined with a buffer stock. 
It is feasible, however, to combine buffer stocks with multilateral contracts 
if the peculiarities of the commodity market concerned and the interests of 
governments favour such a solution. 


162. These considerations tend to support a gradual, experimental, inven- 
tive approach to individual commodity markets. However, as we point out 
below (paragraph 176), reliance on the commodity-by-commodity approach 
also has its drawbacks. But proposals for a unified approach to several 
commodities at once can be justified only if the need for unity does not 
lead to a disregard of the very real diversity of commodity problems. 


163. We would like to draw attention to the fact that the benefits which 
nations may obtain from commodity agreements can be classified on many 
different levels, from the most immediate money gains, through the longer 
term national advantages of stability, to the broader benefits which may be 
expected to accrue from world-wide stability. If the eyes of negotiators are 
fixed on the narrowest short-run advantages, commodity agreements will 
be very difficult to reach, especially as they are nowadays expected to in- 
clude consumers as well as producers; and they will easily collapse. Only 
by rare coincidence will there be sufficient identity of short-run interest 
to make agreement possible. But if governments will fix their eyes on the 
fuller long-run advantages which may accrue to their own countries from 
world stability ( a pre-condition of prosperity), a lasting identity of interest 
will more easily be perceived and reached. 

164. It is now generally taken for granted that, in the establishment and 
operation of inter-governmental commodity agreements, the importing 
countries, taken together, should have a voice equal to the exporting coun- 
tries, taken together. Although it is apt to impede the successful negotiation 
and renegotiation of agreements, we believe this principle to be valid, for 
only in this way is it possible to prevent stabilization schemes from being 


exploited in the short-run interest of either exporting or importing coun- 
tries. 


165. However, for the reasons stated in paragraph 81, it is possible that 
the economically under-developed primary producing countries do not in 
general have a bargaining strength equal to that of the industrialized im- 
porting countries. We see no operationally feasible way for remedying this 
situation. Yet we think that the economically advanced countries should 
be aware of it and, in the bargaining process, give the economically under- 
developed countries the benefit of the doubt. 

166. Any stabilization scheme for a particular commodity should pay 
attention to national restriction or quota systems which may produce an 
artificial shortage or result in the price at which the commodity is offered 
by a given exporter being set unduly high. Obviously such action by an 
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important exporting country may have a distorting effect on the whole 
agreement ; and importing countries may well hesitate to enter into under- 
takings without receiving assurances that the national policies of exporting 
countries will not be manipulated to their disfavour during the operation of 
the agreement. 


PROVISION FOR OBTAINING STABILITY IN REAL TERMS 


167. We have noted that, as far as prices are concerned, the main inter- 
est of producers or consumers, and of exporting or importing countries, 
lies in stabilizing them in relative and not in absolute terms. It does not 
follow that it is wholly desirable to devise arrangements to cause the prices 
of primary and manufactured commodities to move in unison, that is, to 
“freeze” the terms of trade between them. Such arrangements would have 
the effect of increasing the propagation of inflationary or deflationary 
movements from one country to another, and, because of rigidities in the 
economic system, such propagation cannot be dismissed as solely a money 
change and of no consequence. 


168. Nevertheless, there are two reasons why a demand for stability in 
the prices of manufactures (especially capital goods) is likely to continue. 
One is that the stabilization of commodity prices throws into relief the 
changes in real income caused by changes in the prices of manufactures. 
Thus, when certain prices were limited by price controls during the Korean 
hostilities, there was an outburst of criticism on the loss of purchasing 
power of the affected commodities compared with manufactures. The 
second reason is that occasionally the stabilization of money prices may 
destabilize real incomes; the fluctuations of the terms of trade are held 
partly in check by the tendency of the prices of raw materials and manu- 
factures to move together. 


169. There is, however, a further argument in reserve, or rather a double 
argument: namely that the prices of manufactures are sufficiently stable 
already, or if they are not, they will be when prices of materials are stabi- 
lized. The first part we have seen (chapter 2) to be true if a sufficiently 
large group is taken, but the stability of manufactures as a group is small 
comfort to a country with a specialized development scheme whose cost has 
suddenly increased. The second part contains a plausible argument if com- 
modity stabilization becomes sufficiently general. There is no doubt that the 
most variable element entering into the prices of many manufactures is the 
cost of raw materials, and that in some countries fluctuations in material 
prices are magnified in the stages of manufacture through the habit of 
using fixed percentage markups. We have also noticed that many primary 
producing countries are large importers of primary products, so that a 
stabilization of commodity prices will by itself limit the fluctuations in their 
terms of trade. 


170. There is thus a strong case for the first choice in paragraph 126, 
under provisions for obtaining stability in real terms—inaction—especially 
if commodity stabilization becomes widespread and if industrial as well 
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as economically under-developed countries succeed in checking inflationary 
pressures in their economies. Moreover, we shall suggest in chapter 8 
that countries do more, through their buying policy, to limit the price 
fluctuations in capital goods which, within the large group of manufactures, 
experience highly unstable prices. If further action is needed, we have 
set down three alternatives in paragraph 126; (b) adjustment by periodic 
renegotiation alone; (c) adjustment by an automatic formula; and (d) in- 
clusion of some imports of primary producers in stabilization agreements. 


171. Although bilateral trade agreements may provide for some stabili- 
zation of the imports of primary producers, as a general stabilization device 
we consider (d) to be impracticable. We cannot conceive of multilateral 
arrangements extending among the myriad varieties of manufactures, or 
even of semi-manufactures. The recent negotiations for the International 
Wheat Agreement included discussion of (c), automatic adjustment of 
prices by a formula linking them to an index of the general price level. The 
advantage of such automatic machinery is that an agreement can run longer 
without renegotiation, and thus have fewer points at which there will be 
uncertainty and a danger of breakdown. On the other hand, while doing 
rough justice to all producing countries together, an adjustment formula 
will not, except by accident, give full protection to any one producing coun- 
try. During a time when fears of large general price movements are still 
strong, countries are not likely to want to forego the protection given by a 
chance of renegotiation. They will not have sufficient confidence in the 
efficacy of a formula, especially since it has not been tried. It is also clear 
that a formula and its operation are difficult to explain to the general public 
and that this handicap in itself militates against this method of implement- 
ing readjustments. The incorporation of such a formula, however, may 


make commodity agreements more attractive to some governments than 
they would be otherwise. 


172. In conclusion, then, we think that the need for special adjustments 
to give stability in real terms would be much less if there were a compre- 
hensive system of commodity stabilization agreements. If such a system 
does not come into existence, we doubt if governments will be willing to 
give up the flexibility and protection offered by frequent chances of renego- 
tiation. The more successful and comprehensive the stabilization arrange- 
ments become, the longer can be the intervals between these renegotiations. 


THE COMMODITY COVERAGE OF AGREEMENTS 


173. We now approach the very heart of our problem. It is implicit in 
the previous discussion that we wish to give full attention to the differences 
between various commodities, and to devise arrangements which allow for 
growth and change, for producers to sell in the best market and for con- 
sumers to buy whenever they wish. For this reason as well as on the ground 
of impracticability, we cannot imagine a world-wide version of the “parity 
price” system by which the United States protects its domestic agriculture. 
Over a period of time, the artificial preservation of a particular set of price 
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relationships would require international and national controls over the 
production and allocation of commodities; and it would distort the alloca- 
tion of productive resources in a manner harmful to both economically 
advanced and economically under-developed countries. 


174. We have also remarked on the advantages of a step-by-step and 
experimental approach in this difficult and untried field. Our commendation 
of the theoretical advantages of buffer stock schemes, for instance, would 
come with much more force if there had ever been a period of successful 
operation of an international buffer stock operated by both exporting and 
importing countries. The major industrial nations, while recognizing the 
seriousness of the problem, favour a gradual common-sense development, 
often known as the “commodity-by-commodity” approach. Indeed, a memo- 
randum of the secretariat of the Food and Agriculture Organization has 
lent cautious support to this choice of method (CCP 53/16, May 1953): 
“A comparison of the commodity-by-commodity approach with alternative 
lines of international policy in the field of primary commodities does not 
lend support to the opinion that this gradual approach should be aban- 
doned in favour of more comprehensive solutions . . .” 


175. On the other hand, at the time of writing, this approach, admittedly 
tried over a pericd of great difficulty and uncertainty, has, since the war, 
produced a restrictive quota agreement for a part of the world sugar 
market, a multilateral contract for wheat (renewed without the participa- 
tion of the largest importer), and a still uncertain prospect of two or three 
other agreements. This is a discouraging record. Our investigations have 


given us little confidence that the record will be better in the future. 
Furthermore, we are impressed by the instability which commodity arrange- 
ments have shown throughout their history, and by the great difficulty of 
negotiating a satisfactory agreement. This instability and difficulty existed 
in pre-war days, when agreements were negotiated mainly between produc- 
ing nations; they are likely to be increased by the fact that consuming 
nations now also claim representation. 


176. This is a dilemma. We find, on the one hand, that gross instability 
in commodity markets is a problem requiring remedial action, but that, on 
the other hand, the gradual approach currently favoured shows small 
promise of action on an adequate scale. The way forward in the commodity 
field, it seems, is either to continue with the negotiation of separate com- 
modity agreements, but causing the process of negotiation to show speedier 
and broader results, or to attempt to negotiate agreements covering several 
commodities at the same time. 


177. We have studied care.ully the administrative machinery established 
for convening inter-governmental commodity conferences—the Interim Co- 
ordinating Committee for International Commodity Arrangements and 
study groups—as we have been asked to do in resolution 462 (XV) of the 
Economic and Social Council. The administrative arrangement seems to us 
soundly conceived, and we do not think that more vigour can be infused 
into the single-commodity approach by minor improvements in the proce- 
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dures for calling and conducting international commodity conferences.' 
The limited results achieved thus far reflect, in our opinion, the limited 
possibilities of the commodity-by-commodity approach and the relatively 
low value hitherto assigned to commodity stabilization by many govern- 
ments. To help towards more fruitful results, we propose, in chapter 9, 
the establishment of a commission of the Economic and Social Council 
which is to be concerned with the instability of world commodity markets. 
It is to be hoped that this organ, if created, will assume determined leader 
ship in pressing for international action in this field. 


178. Our doubt about the prospects of success for the single-commodity 
approach leads us to recommend that governments examine the possibilities 
of simultaneously negotiating a number of commodity agreements. Tw 
alternatives are to be distinguished: (a) the simultaneous negotiation of 
a number of international commodity arrangements, to be operated inde 
pendently ; and (b) the negotiation of single multi-commodity agreements 


179. At first sight, these approaches seem much more complicated thar 
the gradual approach, and less likely to succeed. But they would have im- 
portant advantages. Within the conference, bargaining could take place as 
tariff negotiations under the General Agreement on Tariffs and Trade—a 
country receding from an extreme demand over one commodity in exchange 
for a concession on another. The agreement arrived at would contain, for 
each country, a balance of advantages and disadvantages, which may be 
more easily accepted than the simple result of a single-commodity agree 
ment. Thus, a country might perhaps be more willing to join an arrange- 


ment as an importing country if it can also join another as an exporting 
country. 


180. A multi-commodity agreement would have the further advantage 
that it would normally continue to offer a country a selection of advantages 
and disadvantages for some time, and a government would hesitate to break 
it because of its disadvantages, lest at the same time its advantages should 
be lost. Single-commodity arrangements have time and again collapsed be- 
cause it was to the immediate advantage of a government to be outside 
the agreement. A multi-commodity agreement might offer greater stability. 


181. To negotiate a multi-commodity agreement does not necessarily 
imply that agreements for differing commodities should be forced into a 
common mould. It might be proposed, for instance, that a conference 
should be called for the simultaneous discussion of measures to stabilize 
ten or fifteen commodities. The conference would break up, for working 


8 We think that in some instances the working of agreements would be made smoother 
if governments felt able to consult appropriate trade unions as well as employers’ organi- 
zations in deciding the policies which they will adopt in a commodity conference or 
council. 

Two members of the Committee (Messrs. Carter and Sumitro) add the following 
observation: “We are glad to note that it is possible to provide for the appointment of 
an independent chairman at a commodity conference, and we hope that this will be 
the usual procedure and that any other opportunities will be taken for securing the 


expression of views other than the immediate national interests of the participating 
governments”. 
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purposes, into commodity sub-groups, but the proposed arrangements 
would be embodied in a single inter-governmental agreement. 


182. The Committee is aware of the difficulties and shortcomings peculiar 
to what may be called the multi-commodity approach. Although we believe 
that it might achieve more than separate attempts at negotiating single- 
commodity agreements, we realize that the difficulties of negotiation would 
be great indeed. Mindful of the fact that most governments are more sub- 
ject to the political pressure of producers than of consumers, we think it 
possible that, in the bargaining process, governments would be inclined 
to slight their interests as importing countries in favour of their interests 
as exporting countries; and that the price policy that would result from 
bargaining might set prices too high in relation to underlying conditions 
of supply and demand. Finally, there is the risk of failure as well as the 
promise of success on a comprehensive and emphatic scale. If a multi- 
commodity arrangement should fail, many governments might well refuse, 
for a considerable period of time, to consider further experiments in the 
field of international commodity stabilization. On the other hand, if one 
or two single-commodity arrangements should fail, their failure might be 
balanced or overshadowed by the success of other single-commodity agree- 
ments. 


. Nevertheless, we think that the advantages are sufficiently real to 
warrant a request to the commission, which we propose in chapter 9, 
to give serious thought to the possibility of multi-commodity agreements. 
There is no reason why such agreements should not embody several of the 
types of regulation which we have discussed. But an interesting special 
case would be an agreement to set up buffer stocks for a number of com- 
modities simultaneously. There would then be an advantage in linking 
the buffer stocks together, so as to obtain some averaging of the require- 
ments of different commodities for finance. Furthermore, the stabilizing 
of a whole group of basic prices would be an event having considerable 
economic repercussions, which would be more readily followed and under- 
stood if the buffer stocks had a common financial management. Such a 
common arrangement is fully consistent with the use of separate expert 
advice on when and where to buy and sell each commodity. 


184. A more far-reaching proposal—which at this stage we still consider 
from the commodity viewpoint only—is the use of a buffer stock which 
vould buy and sell combinations of commodities in fixed proportions, with 
the intention of stabilizing the value of a composite ‘commodity unit”. 
Such a scheme would of course require a common buying and selling 
organization. 


5. The advantage of stabilizing the price of a composite commodity 
unit is that, subject to qualifications noted in paragraph 187, it leaves 
relative prices free to vary and thus to perform the function of encouraging 
or discouraging the allocation of resources to particular productive pur- 
poses. Under a régime of numerous unco-ordinated single-commodity 
agreements, relative prices will be fixed almost by chance, and the incentive 
to shift resources from, say, wheat to corn will be the resultant of separate 
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price-fixing decisions by two groups. If the agreements are co-ordinated 
or consciously planned as a group, relative prices will still be a matter of 
administrative decision, which may or may not reflect the needs of mankind 
or the pressures of a free market. Provided the market is in reality suffi- 
ciently free to respond quickly and accurately to pressures of demand or 
supply, there is much to be said for leaving to it the job of allocating 
resourees. 


186. Stability and freedom can, however, be reconciled only at a cost. 
The cost is in part the risk of distorting the allocation between the stabilized 
group and commodities “outside” it; and in part the danger that com- 
modities in the group will destabilize each other. Pending further study, 
we are not convinced that these distorting effects would be of major con- 
sequence. Regarding the first part of the problem, the operation of the 
scheme should tend to induce a shift from the production of stabilized to 
the production of non-stabilized goods when primary commodity prices are 
generally high, and to induce the opposite shift when these prices are 
generally low. However, this effect should generally be small because of 
difficulties in the way of shifting resources quickly from the preduction 
of one primary commodity to another. It is also possible that the net effect, 
taking periods of rising and falling prices together, would be to increase 
resource allocation to the output of the commodities in the stabilized group, 
in part because stability in itself is attractive. This would be undesirable 
unless this change in allocation were in any event required by basic altera- 
tions in the pattern of supply and demand. The quantitative significance of 
any possible distortion would be difficult to judge, especially in view of the 


fact that a host of national policy measures already interferes with the 
optimum allocation of resources. 


187. We also find that the possible destabilization of commodities in the 
stabilized group requires further detailed investigation. In the light of 
knowledge currently available, we have arrived at the following tentative 
conclusions : 


(a) The opera.ion of the scheme will damp down cyclical fluctuations 
in prices and can be expected to make the residual changes in the prices 
of individual commodities more alike than they would be otherwise. 

(b) Ina group containing important agricultural products, the variability 
of crops may have disturbing repercussions on the prices of all stabilized 
commodities. Thus, if a short crop causes a shortage of one or more com- 
modities, the agency holding stocks may be forced,‘ by the rise in the average 
price, to sell composite commodity units and thus depress the prices of 
other commodity units in the group. It should be noted, however, that 
bumper crops and crop failures are usually confined to individual produc- 
tion areas, so that their incidence on world supply is limited. 

(c) The consequences of these vagaries of nature, as well as other dis- 
turbing changes peculiar to one or two commodities, depend upon five 
factors: (i) the number of commodities in the composite unit, (ii) the 


4 We do not enter into the possibility, which seems to us probably limited, of avoiding 
this by operations in futures. 
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relative weights of the commodities in the group, (iii) the difference be- 
tween selling and buying price, (iv) the correlation among the prices of the 
ommodities and (v) their individual variabilities.5 The first and third 
factors can obviously be controlled in a way that would minimize the 
undesirable effects discussed. 

(d) In the long run, the operation of the scheme must be expected to 
conflict with basic changes in the underlying conditions of supply and 
demand for individual commodities in the composite unit. These changes 
are normally slow and, if recognized, the scheme could be adapted to them 
by revising the composition of the stabilized group or modifying the weights 
of the members. This problem is discussed further in chapter 6. 

188. In conclusion, the difficulties of operating such group stabilization 
schemes are considerable and, along with their beneficial effects, they are 
likely to have some distorting consequences. The schemes as here described 
are in any case relatively unattractive because of the difficulty of financing 
them. They would have much greater importance, and at the same time 
perhaps become much more feasible, when viewed from their monetary 
aspect. It is to this aspect of the problem that we turn in the following 
chapter. 


5 Professor Goudriaan has added a description of the technical relation of these 
factors in appendix B 
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Chapter 6 
Commodity reserve currency schemes 


189. In this chapter we discuss a particular type of monetary reform 
which is a direct extension of the proposals for stabilizing the price of a 
composite commodity unit, discussed at the end of the preceding chapter 
The essential part of this extension is that the stabilizing authority should 
have the power to pay for commodity units with newly created money, si 
that commodity units form part of the backing of the money stock. In 
the time available to us, we have not been able to give satisfactory attention 
to all aspects of this approach. 

190. The previous history of ‘the commodity reserve currency” scheme 
is outlined in paragraphs 110 to 112 of chapter 4. The possibilities which we 
discuss in this chapter are, however, more varied and general than the 
schemes hitherto put forward. Although our terms of reference do not 
explicitly require us to examine suggestions for monetary reform, the 
commodity reserve currency proposals are “multilateral arrangements re- 
lating to groups of primary commodities”, covered by paragraph 2 of 
General Assembly resolution 623 (VII). We also think it important that, 
even if governments are not at present prepared to consider far-reaching 
changes of the type discussed in this chapter, they should realize that ade- 
quate and general stability may require a fundamental review of the man- 
agement of the world’s monetary system. 

191. At present the price of gold is stabilized in terms of dollars; its 
stability in terms of other currencies depends on national exchange rate 
policies, which in turn result from national monetary management. Most 
important currencies are in practice operated as managed currencies, money 
being created and destroyed largely at the will of the national authority, 
and usually with little or no regard to the gold backing. The price of gold 
has practically no direct economic links with the prices of other com- 
modities ; monetary influences on the prices of other commodities are the 
resultant of different and largely unco-ordinated national monetary policies. 

192. If, however, the price of a group of basic commodities is stabilized,’ 
this may be expected to have a direct influence in limiting the price fluctua 
tions, first, of the commodities included in the group and then, in ever- 
widening circles, of all the goods which are manufactured from or linked 
with the basic commodities. In doing this, the stabilization scheme would to 
some extent restore the ability of the various currencies to provide a stable 
standard of value. This is true even if the scheme is of the “non-monetary” 
type described in the preceding chapter, provided that it has an assured 
source of finance and is thus in itself a stable arrangement. The significance 
of “monetizing” the commodity unit is, from a technical point of view, 
simply to provide the assured source of finance; that is to say, to provide 


1 This is equivalent to stabilizing a weighted index of prices. 
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an automatic means by which money can be created and flow as income into 
the hands of producers when depression is threatening. In full operation, 
the scheme also provides a means of lessening inflation by releasing stored 
commodities for sale, and by withdrawing purchasing power from the 
public. 


193. Proposals of this kind are thus a means of counteracting general 
cyclical fluctuations, though they are not, of course, to be regarded as 
adequate in themselves to check the trade cycle. But (in the sense explained 
in chapter 3, paragraph 71) they might form an important part of a 
general stabilizing policy, because they are one of the possible means of 
operating quickly, automatically, and upon a particularly variable element 
of the economic system. It should be noted that previous discussions of the 
commodity reserve currency have usually supposed it to be linked with 
national currencies as was gold in the days of the full operation of the gold 
standard. The purchase of commodity units would in that case automatically 
create money to the amount of the purchase price, and their sale would 
automatically destroy it. This would make the administrators of the com- 
modity reserve the governors of national monetary policies. Although there 
is an obvious advantage in such automatic operation, it seems to us to 
involve an inflexibility which is neither desirable nor likely to be accepted. 
Economic life is too complex to be safely subjected to the tyranny of simple 
mechanical formulae. The scheme as we shall discuss it makes the creation 
or destruction of money permissive only, so that countries would be free to 
use their national means of credit restriction and expansion as they think fit. 


194. We will now examine some of the points of principle and technique 
which have to be decided in setting up a commodity reserve currency 
scheme. 


THE CHOICE OF COMMODITIES FOR INCLUSION 


195. An ideal standard of value would be related in the same way to 
all goods and services entering trade; but of course the number of dis- 
tinguishable goods and services is extremely large, and the services are 
difficult to define in a standardized way, while goods (especially manu- 
factured goods) are constantly changing with technical progress and 
changes in taste and fashion. In practice, the number of items included in 
the commodity unit has to be cut down from possible thousands to perhaps 
ten or twenty. This means that the scheme will operate only imperfectly in 
stabilizing the value of money, and that supplementary measures to deal 
with particular price problems or distortions may be needed. But the degree 
of correlation between prices is so great that there is reason to hope that 
the stabilization of the prices of a few major commodities would exercise 
a powerful influence in lessening fluctuations in other prices. 

196. The practical criteria which must be met by commodities to be in- 
cluded in the unit are these: 


(a) They must be goods in general use, not liable to large changes in 


specification or style, and likely to maintain their role in economic life for 
a considerable period ; 
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(b) They must be merchandized in well known and clearly defined 
standard grades or qualities ; 


(c) They must be storable for a reasonable time (at least a year) with- 
out serious deterioration, physical loss or excessive cost. 


(d) They must be sufficiently important in economic life to warrant the 
trouble of enlarging the unit to contain them. 


197. These rules, in practice, limit the choice to primary commodities 
bought and sold in well organized markets, and especially in markets deal- 
ing in futures, in which the definition of standard grades is certain to 
be “precise. For a particular monetary area? adopting the scheme, the 
commodity unit would consist of specified quantities of certain com- 
modities, defined with respect to both grade and location. The controlling 
authority would, however, need to have power to influence the price of the 
commodity unit by indirect measures, by purchasing other grades and 
buying in other places. It would obviously be exceedingly inconvenient if, 
for example, the only grade of cotton purchasable by the authority was 
“Middling 15/16” in New Orleans; and it would be impracticable to 
represent numerous other grades and places directly in the commodity unit, 
buying and selling them in rigid proportions, since the minimum size of 
a transaction would become undesirably large. It would thus be necessary 
for the commodity stockpile to contain grades, and be situated at places, 
other than those named in the commodity unit; in consequence the com- 
modity market must be such that the money differentials between grades 
and locations are exactly and immediately determinable. 


198. As can be seen from appendix A, the importance of commodities in 
world production * diminishes rapidly as we go down the list. It seems 
reasonable to suggest that the scheme would not have enough stabilizing 
influence with fewer than ten commodities, nor be conveniently workable 
with more than thirty. Some special problems are: 


(a) Whether to include such commodities as wool, tea, skins and hides, 
and timber, which are sold wholly or in part at auctions and whose classifi- 
cation into standard grades presents technical difficulties. 


(b) Whether to include agricultural commodities and minerals in the 
same composite unit. Their price characteristics are very different, the 
agricultural commodities being in general less flexible in supply but having 
in most cases a steadier market than the minerals. In fact, the cyclical 
movements of prices in the two groups have been similar, and, as the state- 
ments in paragraphs 186 and 187 suggest, the fear that they might de- 
stabilize each other seriously, if tied together in the same commodity unit, 
may be unfounded. 


(c) Whether to include such minerals as coal, petroleum, pig-iron, steel 
and aluminum, which are subject in some countries to price regulation by 
private interests. 

2 The limits of these monetary areas are discussed in paragraph 200 below. 


3 Shown exclusive of the Union of Soviet Socialist Republics. Production which is 
not sold for money should also have been excluded; see paragraph 203 below. 
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199, These are technical matters which would require special examina- 
tion at the time of establishing of the scheme. It may be worth noting that 
any excluded commodities could be separately stabilized by ordinary (non- 
monetized) individual or collective buffer stocks. Indeed, subsidiary buffer 
stocks would stand a much better chance of success if the price level of 
more important basic commodities had already been stabilized. 


THE AREA OF OPERATION 


200. As we have already pointed out in our discussion of buffer stocks 
(paragraph i58), there is a choice between operation by an international 
agency and operation by national agencies co-ordinated by internatio: 
agreement. Previous discussion has usually assumed the first of thesa Th 
international agency would create new hich would be equivalent 
to gold and would How into the foreign exchange reserves of the countries 
whose commodities were purchased. These countries would then have to | 
decide whether it was desirable or useful to expand their internal money 
supply. During the building up of the commodity stock, there would be 
an addition to aggregate foreign exchange reserves, and this is an attractive 
feature of the proposal in a world suffering from inadequate and badly 
distributed reserves. On the other hand, it is not easy to conceive of the 
operations of such an international agency except in a world of completely 
convertible currencies; otherwise the proceeds of its sales might not be 
capable of conversion to the same type of money as was originally created f 

201. It would also be possible to operate the scheme through a number 
of national agencies in the principal countries, co-ordinated by an interna- 
tional agreement to use, broadly, the same commodity unit. In this case 
payment would be made in the national currencies concerned (which could 
be, but need not be, newly created for the purpose). Each country would 
define its commodity unit in terms of its own appropriate market and grade. 
Owing to the lack of effective arbitrage between certain commodity markets 
dealing in widely different grades, an international agency would probably 
have to include a number of different varieties and locations within the 
commodity unit; otherwise it would favour particular countries by giving 
their commodities support which was not effectively transferred to the 
markets of other countries. National operation avoids this serious com- 
plication and, although direct influence would be limited to the participating 
countries, it could be hoped that co-ordinated participation by three or four 
major trading countries would produce a fair measure of world-wide sta- 
bility. But national agencies, unless very closely co-ordinated by interna- 
tional agreement, might work at cross purposes. Furthermore, a national 
agency might find itself forced to buy at a time when such purchases would 
strain the country’s foreign exchange reserves ; the co-ordinating agreement 
would have to contain provisions for special help at such times. 


THE RELATION TO GOLD 


202. It would cause too much disturbance and confusion in existing 
monetary relations if gold were to be either demonetized or included as a 


4 But see paragraph 202 below. 
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constituent in the commodity unit. In consequence, certain currencies would 
have to be tied jointly to gold and the commodity unit. The effect of this 
depends on the precise nature of the money issued in exchange for a com- 
modity unit. If it takes the form of commodity certificates tied to a par- 
ticular group of commodities at a particular place, these will not be 
competitive with gold as a means of international payment (because of 
the much heavier proportion of transport cost to value for commodities 
other than gold). An international agency could, however, issue commodity 
certificates which were shares in its total world-wide holdings, undifferen- 
tiated by location; it would appear likely that these would become indis- 
tinguishable from gold as a means of payment. A national agency would issue 
money indistinguishable from the money already in circulation in the 
country, and its relation to gold would be the normal relation of that na- 
tional currency. The various possibilities require further investigation 
and study. 


THE AMOUNTS OF THE COMMODITIES IN THE UNIT 


203. In previous discussion it has been proposed that the relative values 
of the commodities in the unit should be in proportion to values in world 
production, to values in world trade or to some average of the two. This 
matter also requires further study, but it would seem likely a priori that a 
roughly equal stabilizing effect would be exerted on the constituent com- 
modities if their values were in approximate proportion to the flow of 
transactions to which they give rise in the particular market or markets 
being stabilized. Thus neither world production nor world trade would be 
an appropriate basis, but at most only that part of world production which 
is sold for money, that is, excluding the “subsistence production” of small 
farmers. Great exactitude is not, however, necessary. 


RULES OF OPERATION OF THE COMMODITY RESERVE 


204. What should be the margin between the levels of the price index of 
the commodity unit at which buying and selling take place? What is the 
desirable range of size of the commodity stock, and what will be the cost 
of carrying it. The answers to these questions are interrelated ; the larger 
the margin, the larger the average stock and the higher its carrying cost, but 
probably also the higher the return from buying and selling operations. It 
may be taken for granted that profit making would not be a major objective 
of the stabilizing agency. It might be reasonable to propose a small buying 
and selling margin (say + 2% per cent), so that control would be exerted 
by frequent small transactions, rather than by occasional interventions. But 
the initial transactions would have to be arranged so as to bring into the 
ownership of the agency enough commodity units to cover the expected 
selling operations of the first few years. 


205. The purchase and sale of commodities to limit fluctuations should 
not be combined with stockpiling for entirely different reasons, for ex- 
ample, for strategic purposes. The size of stocks should be determined solely 
by the purpose for which they are established, and it should be kept in mind 
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that the buffer stock will usually be only a small fraction of the total 
commercial stock in the usual channels of trade. No serious physical difficulty 
of storage is therefore likely ; indeed, the average amount of stock, including 
the buffer stock, might well be lower if stable prices were established and 
likely to continue. 


INITIAL ESTABLISHMENT AND REVISION 


206. Like any other buffer stock, a collective buffer stock has to begin 
in a period of price decline (or else take over pre-existing stocks, which 
would almost certainly be impossible). A long period of preparation would 
be needed, during which the composition of the commodity unit, the asso- 
ciated problems of grading and location, and the rules of operation of the 
scheme would be studied and agreed. 


207. But no scheme could be expected to endure unchanged forever. 
This raises a difficult problem. On the one hand, a monetary standard 
ceases to be effective if it is subject to frequent and capricious change; this 
is a matter regarding which, as the history of gold shows, people are apt 
to insist on the outward semblance of stability even where they are not 
obtaining its reality. On the other hand, if the commodity unit remains 
unchanged for too long, this sets up strains between its constituents and 
possibly also in the price relations with goods outside. For instance, a de- 
clining commodity tends to become more unstable in price if it is maintained 
at the same amount in the commodity unit after its average commercial 
trade has fallen. 


208. A need for revision might arise either because commodities have 
changed their relative importance (for instance, in recent decades rye has 
become less important, while soya bean and ground-nut production has 
greatly increased) or because an adjustment is needed in the relation be- 
tween the prices of commodities and the prices of other goods, for ex- 
ample, manufactures. Relative changes might be reviewed perhaps every 
three or five years. A table might be drawn up showing the ratios of the 
quantities in the commodity unit to the quantities of production for the 
market in the monetary area concerned during the preceding three years. 
These ratios would be equal in an ideal commodity unit; a deviation of, 
say, 25 per cent from the average of the ratios might be taken as a signal 
for action, either by altering the quantities in the commodity “basket” or 
by substituting one commodity for another. The signal for substitution or 
addition might be that the value of the production of a commodity outside 
the group has for three years exceeded by 20 per cent the value of the 
production of the smallest commodity in the group. 


209. Rules of some such kind would help to make changes possible 
without arousing strong activity by pressure groups. Transitional problems 
would arise at each revision, and these require further study. 


210. The other form of adjustment would probably become necessary 
because of the resistance of the economic system to adjustment by cutting 
the incomes of factors, and the associated inability of governments to 
control inflation. No monetary system and no stabilization of the price 
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level of primary commodities can force governments to abstain from in- 
flation if they are unwilling or incapable of doing so. Given stable prices 
of materials, stability of prices elsewhere requires that the rise in factor 
incomes should not go beyond the increases in productivity as measured 
by declining cost prices. If a faster increase cannot be prevented and if a 
policy of credit restriction cannot be applied for fear of creating unemploy- 
ment, a tension will be set up and the buffer stock will tend to become 
exhausted. In this case the only thing to do would be to allow a rise in the 
price of the commodity unit—a step which would at least have the advantage 
of making inflation clearly visible, and therefore perhaps easier to control 
in the future. The possible need for revision should not in itself be regarded 
as a point against the scheme; it is no more than a recognition of the real 
need for flexibility in economic life. 


SOME DIFFICULTIES OF THE SCHEME 


211. With the exception of the reference to the need to revalue the 
commodity unit after inflation, the discussion so far has related mainly to 
the technical problems of setting up a commodity reserve currency scheme. 
These problems appear to be capable of theoretical solution after further 
study, but the merits of the scheme must be viewed in broader perspective. 
The stabilization of a central group of prices—with the consequent lessening 
of the fluctuations both of producer incomes and of many other prices— 
would obviously have a very great advantage. If successful, it could help 
to achieve a less restrictive attitude, both in national production policies 
and in world trade. But is it sure enough of success to justify the marked 
upheavals of thought and practice which it requires? 

212. This question we cannot answer, because it seems to us that there 
are substantial theoretical and practical problems still needing further ex- 
amination. We are sufficiently impressed by the theoretical merits of a 
scheme of the general type discussed in this chapter to recommend that this 
further study should be put in hand—preferably in several different places, 
including international agencies, central banks and universities—so that a 
fuller understanding of the matter may grow from the union of many streams 
of thought. We recommend especially the following points for study. 


The desirability of the purpose of the scheme 


213. Is the stability of a commodity unit over a period of years desirable 
in itself, or does economic progress go faster under the stimulus of a slowly 


rising price level? 
The economic prerequisites of the scheme 


214. Precisely what economic conditions must be satisfied before a com- 
modity reserve currency system can operate? Do they, for instance, include 
universal convertibility of currencies? 


Habits and relations difficult to modify 


215. It is not certain how far the scheme, when modified to soften its 
impact on the rigid elements of the economic system, would remain ef- 
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fective. Thus, if the full autonomy of central banks is preserved, may they 
not use their power to frustrate and distort the policies of the stabilizing 
authority? If free wage bargaining is permitted, will it be possible to hold 
wages beneath the limit set by the slow change of productivity, without 
resort to the discipline of heavy unemployment? 


The chance of undesirable side effects 

216. We have already noted (paragraph 187) a chance of perverse 
movements of prices. Would the joint attachment of money to gold and 
the commodity unit produce the difficulties of bimetallism? Would the 
degree of variation tolerable in a monetary system be enough to provide in- 
ducements to a shift of resources between the making of goods inside and 
outside the commodity unit? The last question seems to us an especially 
serious one. Suppose, for instance, that it becomes necessary to move 
resources to the production of major primary commodities—which at pres- 
ent would be achieved by a rise in their prices relative to the prices of, 
say, manufactures. With stable commodity prices, the adjustment would 
require lowering the prices of manufactures, and conceivably also the 
money and real incomes of people in manufacturing. Are such adjustments 
likely to be necessary, or can all that is necessary be done by an occa- 
sional revision of the scheme? 

217. If the scheme requires revision by bringing in new commodities, 
dropping commodities already included or altering the weights, can the 
resultant transitional problems be overcome without serious hardship to 
producers or consumers ? 


The adequacy of the scheme to achieve its purpose 

218. A commodity unit based on a hundred commodities and used 
throughout the world would clearly have a very powerful stabilizing effect ; 
one based on a single commodity in one country would be weak and in- 
effective. Somewhere between these two extremes can be discovered a 
degree of comprehensiveness which is just sufficient to secure effective opera- 
tion. How is this related to the possible scope of composition of commodity 
units, as fixed by practical considerations? 

219. It may also be asked whether the attractiveness of the scheme as 
an automatic stabilizing device is not seriously compromised by the degree 
of flexibility that must be introduced in order to make it work in a complex 
and dynamic world, and by the frequent revisions in the commodity unit 
and its valuation that may be necessary. 


The relative merits of the proposal 

220. The commodity reserve currency scheme has to be judged, not only 
against the present situation but against possible enlightened alternatives. 
Its advantages lie especially in its automatic operation on an important 
source of variability. But is it, from the money side, better than other 
forms of monetary management? It can be argued that success in this 
field depends more on the quality of the managers than on the ingenuity 
of the schemes of management; in each country the “managers” include, in 
a sense, all citizens who share in effective power. 
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221. This is not an exclusive list of questions requiring study and 
answer. We found ourselves sufficiently attracted by the scheme to think 
further effort worth while. This is as much as we, as experts, can say at 
this point. For obvious reasons, we did not inquire into the problem of 
political feasibility; but we are not, of course, unaware of it. What the 
world has to decide is whether the degree of stability to be expected from 
schemes of this kind is worth the change in habits and thinking which 
would be required. 


Note by F. G. Olano 


I wish to state that, though fully associating myself with the ideas 
expressed in chapter 6, and, especially, with the recommendation for fur- 
ther study of the commodity currency scheme, it is obvious to me that a 
proposal like this is not now within the reach of practical politics. I have 
grave doubts whether the system can work satisfactorily in the world as 
it now exists or is likely to exist in the foreseeable future. The great virtue 
of the scheme—automaticity—seems also to be its great defect; it may 
prove impossible to remedy its defect without losing its virtue. 

From the theoretical point of view, I agree fully and completely with 
the objections raised by J. M. Keynes (see The Economic Journal, in June- 
September 1943) which, in my opinion, have not been refuted. 


As a practical man, drawing upon my particular business experience, 1 
would have advocated a shorter consideration and analysis of the scheme. 
But I decided to join my colleagues in the analysis as it stands because of 
three facts to which I attach great importance: 

(a) In the discussion in the General Assembly preceding resolution 623 
(VII), the representative of one country indicated that a “commodity 
currency” might be a solution.® 

(b) The presence in our Committee of Mr. Goudriaan—well known 
internationally as one of the three original sponsors of the scheme— 
naturally led us to give the proposal a thorough review. 

(c) Last, but not least, I took into account the high standing and ex- 
perience of the economists who have sponsored, supported and analysed 
the commodity currency proposal, including those who are known to be 
undertaking further review. In any case, I believe that it is not a correct 
scientific attitude to ignore the scheme simply because one is convinced 
that its practical possibilities are small, perhaps negligible, and that more 
practical and immediate measures are required. 


5 Official Records of the General Assembly, Seventh Session, Second Committee, 
Summary records of meeting 218, paragraph 5. 
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Chapter 7 








Compensatory schemes 





222. If undesirable repercussions of excessive fluctuations in primary 
commodity markets are to be minimized, there is one broad alternative to 
the direct stabilization of prices by means of commodity agreements. This 
is to arrange for compensatory international flows of money in- the event 
of sharp fluctuations in primary commodity markets. Such “secondary” 
action, of course, by its very nature does not attack the root of the dis- 
turbances it compensates. 











CoONTRA-CYCLICAL LENDING 


223. Contra-cyclical lending is the simplest form of compensatory ac- 
tion. It would be confined to offsetting some of the international disturb- 
ances created by temporary business depressions in the main industrial 
countries. These disturbances can be minimized if industrial countries are 
prepared to maintain the disbursement of their currencies to the outside 
world at a time when they are afflicted by a business recession. The de- 
pressed countries could do this by making extraordinary loans when their 
foreign disbursements on current account, and perhaps on capital account, 
have declined as a result of diminished business activity ; these loans would 
be repayable when the flow of currency again reaches a satisfactory level. 


224. Contra-cyclical lending of this kind is certainly in the broad interest 
of all countries. Both lending and borrowing countries stand to gain. In 
order to give such lending a measure of reliability, it would be necessary 
to channel it through an international agency, such as the International 
Monetary Fund, though action by individual governments could of course 
usefully reduce the amount of lending that needs to be done through the 
international agency. 


225. We do not consider that contra-cyclical lending is conceptually 
distinct from the present operations of the International Monetary Fund, 
though it would involve a radical change in scale of action. The Fund is in 
effect a reservoir of contributed currencies, from which member countries 
can obtain loans to offset short-period fluctuations in their balances of 
payments. The reservoir is at present much too small to provide more than 
marginal help in any major fluctuation, and the management of the Fund 
has been too timid in using its contents ; but that is no reason why it should 
not be enlarged and become the main source of contra-cyclical lending. It 
seems to us much more reasonable to proceed by extending the resources 
of the International Monetary Fund rather than by attempting to create 
a new international scheme. 

226. It is not necessary that the full additional resources should be con- 
tributed in advance of any depression, though it may be desirable to make 
some immediate addition to Fund resources, so that it may be more ef- 
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fective in dealing with minor fluctuations. One possibility is that the major 
industrial countries should make advance commitments, formal or in- 
formal, to provide additional funds when needed. This would help to 
prevent an excessive decline of prices and activity, since it would be known 
that compensatory finance was assured. It would be necessary to define a 
point at which the flow of a currency had diminished sufficiently for the 
Fund to call for the promised funds. Provided that the International 
Monetary Fund pursues a bold and generous policy at all times and does 
not restrict recourse to its resources to safeguard its narrowing reserves, 
this point for expansion might be defined as a certain minimum level of 
the reserves of the particular currency in the hands of the Fund. This 
might be better than to wait for a statistical demonstration of the re- 
duced flow. 


227. Even if governments are unwilling to make advance commitments 
to augment the resources of the International Monetary Fund, we think it 
likely that, if the Fund were committed in principle to a policy of contra- 
cyclical lending, it would be able to obtain extra resources when its lending 
of a currency had reduced its reserves of that currency to a low level. We 
therefore suggest that the Fund should declare its intention of using its re- 
sources boldly to maintain the flow of currency if a major industrial country 
is involved in depression; and that it should indicate its intention to seek 
an increase in its resources when its reserves of a currency reach a certain 
minimum level, and to negotiate with major member States to see how 
far such increases can be pledged in advance. 


228. We consider that it would be unwise to go beyond this in giving 
precision to the scheme. Amendments to the rules of operation of the Fund 
might be needed, but the changes should be left to arise naturally from 
experience. The opportunity might serve to attract additional members. We 
believe that it is already possible to vary the Fund’s scale of charges to 
some extent; it could perhaps provide that during the operation of the 
extended facilities, it funds could possibly be made available at low in- 
terest or no interest, but that higher interest will be required when the flow 
of the currency concerned has been restored to a normal level. But we would 
not think it desirable for the Fund to commit itself to precise rules gov- 
erning the expansion of its activities during a depression; the exercise of 
judgment will be needed, not only to allow the necessary flexibility in 
meeting varying circumstances, but also to give the Fund some power to 
discipline recalcitrant members. 


229. We see no reason why the industrial countries should fail to agree 
to a scheme of this sort. The effect on their economies, though it might be 
small, would be in the right direction; and they have a strong voice in 
the management of the Fund. Since Fund assistance is short-term and 
repayable, there is no reason to expect that primary producing countries 
would abuse the system by asking for too much. But they would be pro- 
tected against at least some of the injuries dealt them by the gross insta- 
bility of primary markets. In the past, business fluctuations in economically 
advanced countries have figured as the chief, although by no means the 

















STOCKPILING STRATEGIC AND CRITICAL MATERIALS 197 


sole agent of extreme ups and downs in primary commodity markets. In- 
ternational compensatory schemes cannot, of course, directly protect the 
primary producer against slumping prices and incomes. However, once 
contra-cyclical finance is made available promptly and on an adequate scale, 
the primary producing countries are in a better position to foresee what 
their foreign exchange resources will be and to plan their use for purposes 
of economic development—a condition to which the terms of Assembly 
resolution 623 (VII) make particular reference. The decrease in uncer- 
tainty, and the enhanced availability of foreign exchange in times of 
market depression, should prevent an interruption of developmental in- 
vestment because of extreme fluctuations in export proceeds. At the same 
time, the need to repay contra-cyclical credits may serve to curb excessive 
commitments when commodity markets enjoy boom conditions. 


230. There are also a number of indirect benefits. Timely contra-cyclical 
transactions should make business recessions in industrial countries some- 
what less severe and prolonged than they would be otherwise. They would 
also impede the spread of depressive impulses throughout the world. Such 
indirect effects would thus tend to diminish the depressive impact on pri- 
mary commodity markets to which the latter have been subject in the past. 


231. As an alternative to international commodity stabilization, contra- 
cyclical compensation has two great virtues. First, it does not require direct 
control over numerous commodity markets, many of which are in any 
case unsuited to specific stabilization measures of any kind. And yet it 
covers all commodity markets in certain respects. Prices are left free to 
change, and there is no problem of foreseeing the price which will equate 
demand and supply in the longer run. There is no need for complicated 
formulae and their frequent revision. Secondly, there is no need to discover 
and rediscover the points at which the interests of numerous countries 
coincide in commodity markets. What contra-cyclical compensation can 
accomplish, it can accomplish without straining man’s capacity to predict, 
without the risk of unduly interfering with the allocative function of 
prices, and without the impasse and frustration of unending negotiation. 


232. These virtues are, of course, bought at the cost of uncertainty as 
to just how far contra-cyclical lending would help particular countries 
or particular groups of primary producers. But it need not be considered 
simply as an alternative to direct action in the commodity field; the two 
types of arrangement can supplement each other, and the scale on which 
one is used can vary according to the effectiveness of the other. 


233. There is some danger that contra-cyclical lending might be in part 
offset by a fall in loans from the International Bank for Reconstruction 
and Development. Since the Bank borrows on the open market, there is 
a danger that it might have to contract its operations at a time of crisis in 
security markets; and special help from member governments may be 
needed to prevent this. 

234. The Committee wishes to point out, finally, that individual gov- 
ernments can make a further, if minor, contribution to contra-cyclical 
finance. It would clearly be a help to other countries—especially the primary 











198 STOCKPILING STRATEGIC AND CRITICAL MATERIALS 


producing countries whose foreign exchange earnings tend to be hit hard- 
est by industrial depression elsewhere—if they were allowed to postpone 
or suspend transfers on account of interest and amortization for loans 
previously contracted, when a currency becomes scarce because of a de- 
pression. The decisions of the International Monetary Fund on the timing 
of its extended lending, or on the periods during which charges for its 
facilities are reduced, might be used to define the periods for this post- 
ponement or waiver of interest and amortization charges. We feel that 
industrial countries should seriously consider the systematic application 
of this principle in public lending. 


AUTOMATIC COMPENSATION SCHEMES 


235. We also considered compensatory schemes which would operate 
more automatically, involving unconditional transfers of money between 
nations rather than loans, and determining the amounts to be transferred 
by a precise formula. Changes in the terms of trade suggest themselves 
for the practical application of this idea. Under circumstances to be defined, 
countries which gain from a shift in the terms of trade would be called upon 
to make compensatory payments to countries which have suffered income 
losses from the same shift. In exploring the possibility of applying this 
idea, the Committee was guided by the following principles: 


(a) A compensatory arrangement of this type should not interfere ma- 
terially with the terms of trade as they evolve over a long period. Its 
purpose would be to provide for international transfers of income in com- 


pensation for such short-term shifts in the terms of trade as are regarded 
as injurious (on balance) by all trading countries. 


(b) We wish to emphasize at the outset that international compensa- 
tion should not be undertaken for secular changes in the terms of trade. 
Rather, compensation should be limited to short-run, extreme fluctuations 
of the terms of trade which are generated by short-run disturbances in 
the conditions governing the demand for, and supply of, internationally 
traded goods. Such sudden, massive and relatively short-lived shifts in the 
terms of trade of a country are often due to changes in the ratio between 
the prices of primary commodities and those of manufactured articles. 


(c) Even extreme fluctuations in the terms of trade should only lead 
to partial compensation, so as not to give too much weight to anomalous 
conditions unconnected with broad changes in supply and demand, and so 
as to reduce the incentive to manipulate the terms of trade (and hence the 
compensatory transfers) by artificial means for national advantage. 


(d) While it is conceivable that the terms of trade to be stabilized (over 
the short run) ought to be the terms of trade between classes of com- 
modities, such as primary goods versus manufactures, or between groups 
of countries, such as economically developed versus economically under- 
developed countries, the Committee considers that compensatory arrange- 
ments of this kind would be impracticable. The operational difficulties 
would be insurmountable. We feel that the only administratively feasible 
scheme is to let the actual changes in the terms of trade during a certain 
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period, presumably a year, determine the two groupings of countries be- 
tween which compensatory transfers would take place. In essence, the 
arrangement would then amount to a mutual insurance scheme giving all 
countries partial protection against abrupt and substantial fluctuations in 
their terms of trade. 


236. Even a basically simple insurance arrangement will give rise to 
difficult problems. Technical solutions to these difficulties can be found if 
the insurance plan is wanted. There is one difficulty, however, which merits 
separate discussion. If we want to moderate, in their income consequences, 
short-term fluctuations around secular changes in the terms of trade, it 
is necessary to give operational expression to “the long-term trend”. This 
is a crucial difficulty which must be faced in all commodity stabilization 
schemes ; but in this case the whole of international trade is involved. This 
difficulty has to be met at two stages. Initially, member countries must agree 
on what the “standard” terms of trade are. Then, if interference with 
secular changes in the terms of trade is to be avoided, these “standards” 
must be revised from time to time. 


237. No expertise is able to determine what the “standard” terms of 
trade should be at any given period of time. The average of a past period 
can only afford limited and inconclusive guidance. The choice of any recent 
period can be attacked on the grounds of distortions resulting from highly 
abnormal conditions. The longer the past period considered, the less con- 
clusive are changes in the statistical indices. Yet it may markedly affect 
the international redistribution of income over a period of time if the initial 
standard selected is a few points higher or lower. Precisely the same dif- 
ficulty arises when, for fear of interfering with secular changes in the 
terms of trade, it becomes necessary to readjust the standard. If there is 
a continuance of such highly erratic fluctuations in the terms of trade as 
have occurred in the past forty years, resort to automatic annual adjust- 
ment by means of a moving average of a few years makes no sense, for 
this procedure would produce too many erratic changes in the standard. 
Nor, indeed, is it likely that recourse to a formula will solve the problem 
to the satisfaction of participating countries. The standards, therefore, 
would have to be renegotiated from time to time, and it must be expected 
that countries would bargain hard and find agreement difficult to reach. 
The difficulty of revising the standard for individual countries would be 
further increased by allowing for the many possible changes in conditions 
which affect the longer run terms of trade of a single country. 


238. Appendix D gives an outline, by one of our members, of an 
automatic compensatory scheme ; the remaining members of the Committee 
consider that this is an ingenious proposal which deserves further consid- 
eration, if this type of compensatory action is to be put into practice. Sta- 
tistics of the terms of trade of individual countries would be collected by 
a central office. No compensation would be payable or receivable for move- 
ments of a country’s terms of trade between 90 per cent and 110 per cent 
of the standard; outside that range, compensation would (subject to ad- 
justment to make the scheme self-balancing each year) be designed to cover 
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half the loss (or take away half the gain) caused by the additional move- 
ment outside the 90 to 110 range. 


239. A possible alternative would be to make a direct estimate for each 
country of its gains or losses from price changes, by taking the difference 
between the balance of visible trade for a year and the same balance when 
all items are valued at the unit values of the previous year. Provided that 
countries value trade at the same point in its movement, the sum of these 
gains and losses for the whole world would be zero; they could therefore 
be used as the basis for a self-balancing compensatory scheme providing 
for the payment of, say, one-third of the gains to a fund which would then 
cover one-third of the losses. 


240. Balancing the probable merits, difficulties and shortcomings of 
automatic schemes for compensatory transfers, we feel that we cannot ad- 
vise giving priority to this way of solving the problem of unstable prices 
and incomes. Considering that compensation received would cover only a 
minor fraction of income losses due to adverse movements in the terms 
of trade, and that even this limited compensation would be received with 
a considerable delay, we believe the prospective benefits would be over- 
shadowed by the painful, and perhaps fruitless, process required for 
agreement on “standard” terms of trade. However, should nations prove 
unable to agree on other arrangements for moderating either the excessive 
fluctuations of prices and incomes or the ill consequences of these fluctua- 
tions, then they might do well to take a second look at automatic com- 
pensatory schemes. 
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Chapter 8 


National measures 









241. There are two ways in which we feel ourselves concerned with 
national policy. First, an attack on the extreme instability of primary 
commodity markets and its upsetting consequences requires national as well 
as international action. Secondly, General Assembly resolution 623 (VII) 
requests us to make practical recommendations concerning the adoption 
of national measures affecting the prices of primary goods entering inter- 
national trade and the terms of trade of economically under-developed 
countries. 













NATIONAL MEASURES FOR STABILIZATION 


242. Whatever international measures are actually adopted for curbing 
extreme fluctuations in primary commodity markets, or for compensating 
for some of their harmful consequences, they cannot absolve governments 
from contributing to stability by their national policies. Indeed, excessive 
concern with international measures might be dangerous to stability if it 
distracted governments from proper attention to the consequences of their 
total behaviour in the field of economic policy. This is so not only because 
wide fluctuations of employment in the industrial countries would put in- 
ternational measures to a severe test, or because policies tending to create 
instability in the primary producing countries would render them incapable 
of profiting from international stabilization schemes. There is also the 
possibility that, in the near future at least, international measures will be 
applied too timidly to exert a broad influence towards greater stability. 
Moreover, we find it difficult to conceive that international measures with 
sufficient impact will be taken unless governments accord a high priority 
to the objective of stability. This they will hardly do in their foreign eco- 
nomic policy unless they do so also in domestic policy. 


243. A process of steady economic growth in the industrial countries 
would in itself, of course, greatly diminish the short-term instability of 
primary commodity markets and lighten the burden placed on international 
stabilization devices. It should be noted, however, that it is not only short- 
run fluctuations of employment that must be feared for their effects on 
commodity markets ; economic stagnation, even at relatively high and stable 
levels of employment, would be of far less benefit to the primary producing 
countries than economic stability combined with steady progress in the 
highly industrialized nations. 


244. We could rightly be accused of prejudice, however, if we did not 
point with equal emphasis to the need for domestic stabilizing action on 
the part of primary producing countries in general, and economically under- 
developed countries in particular. In chapter 3 we have explained the 
special vulnerability of most under-developed countries to extreme fluctua- 
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tions in primary commodity markets, and the low capacity of these coun- 
tries for coping by national measures with the internal consequences of 
external disturbances. It is for these reasons that these countries can ad- 
vance strong claims to have the extreme instability of primary product 
markets, or the harmful repercussions of that instability, moderated by 
means of international measures. Nevertheless we feel that neither reason 
provides an adequate excuse for failure on the part of under-developed 
countries to take appropriate national action or to improve their ability to 
do so. Through such action they can contribute substantially to their own 
internal stability, and can lay more solid foundations for balanced eco- 
nomic growth. 


245. In order to keep their economies reasonably balanced, the gov- 
ernments of economically under-developed countries must obviously keep 
a close watch on their trade, fiscal, monetary and investment policies. When 
foreign markets enjoy boom conditions and export earnings rise, infla- 
tionary forces must be kept in check through appropriate monetary and 
fiscal measures. There is no reason to assume that a policy of monetary 
restraint, if carried out on a selective basis, would retard the expansion of 
productive enterprise. It is, however, necessary to curb investment projects 
which, though profitable to the investor, do not contribute to real economic 
progress ; and it is equally desirable to limit indubitably useful investments 
to a scale that can be maintained when export proceeds decline. It is surely 
wasteful to start, in boom times, investment projects even of high priority 
if they may have to be interrupted or abandoned when the boom collapses. 
What counts is not the start but the completion of investment projects. 
Such a policy of restraint in boom times will also relieve the pressure on 
the balance of payments which must otherwise result from inflation. For- 
eign exchange reserves can then be built up more easily to be available 
when export earnings are in a temporary slump. Furthermore, if a budget 
surplus is maintained under boom conditions, public expenditures are ren- 
dered more stable over time and this should prevent an increase in infla- 
tionary pressure when foreign markets are temporarily depressed and 
revenues decline. 


246. In this connexion, we wish to repeat our warning stated in chap- 
ter 3, paragranh 45. Increased export earnings by economically under- 
developed countries afford only an opportunity for financing more rapid 
economic development. They do not automatically increase net investment. 
The rate of development is a function of two factors: the productivity of 
new investment and the proportion of income that is saved and invested in 
the country. Income will expand when export prices rise in relation to the 
prices of imports and the effects of this change in prices are not offset by 
a fall in the volume of exports. But since this change increases the money 
income of producers, it may increase consumption rather than investment. 
Economic development will be furthered only to the extent that the in- 
crease in money income is saved and invested in productive projects. To 
seize this opportunity is entirely up to the under-developed countries them- 
selves. But, as we have also explained in chapter 3, it is especially difficult 
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for these countries to exploit the opportunity; and one reason for this 
difficulty lies precisely in the extreme instability of primary commodity 
markets. It is true enough that the external equilibrium of such countries 
depends upon their internal equilibrium. Yet the reverse is equally true. 


247. Domestic policies designed to prevent the dissipation of investment 
funds, public revenues and foreign exchange earnings at boom times—and 
hence to assure continued investment at times of falling export proceeds— 
may be reinforced by the establishment of buffer funds such as those 
operated by the Canadian Wheat Board or the marketing boards in British 
West Africa, or the Copra Stabilization Fund in Indonesia. A buffer fund 
is set up chiefly to stabilize the prices received by primary producers. The 
fund is managed by a single buying agency, which buys a primary com- 
modity at a set price and sells at the varying world market price. Except 
incidentally, it does not hold commodity stocks. It accumulates money 
reserves in good years, which are drawn on in order to maintain the pro- 
ducers’ price above the world price in bad years.’ The fund must start by 
accumulating reserves during a period of high prices (or else receive out- 
side finance). The reserves would have negative (money) carrying costs 
and thus, unlike commodity buffer stocks, would be no embarrassment 
however large they became. 


248. We do not claim that the administration of such funds has always 
been exemplary, that their operation is not beset by complex and difficult 
operational problems, or that political pressure may not pervert their legiti- 
mate purpose. For example, the price policies of the West African pro- 
duce marketing boards have been far from stabilizing in their effect, and 
the boards have been severely criticized for exploiting producers by accumu- 
lating large reserves. But if these problems can be minimized and short- 
term fluctuations in producers’ incomes properly moderated, it is not only 
the producers themselves who are benefited. Such a programme should also 
contribute materially to preserving domestic monetary stability.? 


249. All previous experience underlines the danger of national buffer 
stocks maintained by an individual producing country as a stabilizing device. 
Since their managements are invariably under strong political pressure to 
stabilize prices at a level higher than world market prices, they must either 
finance ever accumulating stocks or restrict production. If the country 
concerned is an important exporting country, it may succeed for a time in 
obtaining higher average prices than would otherwise prevail in the world 


1 Some single buying agencies distribute their profits to producers each year. They 
are, therefore, unable to hold producers’ prices above the world price for long; their 
main function is to help producers by guaranteeing a minimum price in advance. 

2 We have also explored the possibility of international buffer fund agreements be- 
tween several primary producing countries. However, we found this idea, unattractive. 
It would not be easy for individual producing countries to confer on an international 
authority the great power required, or to subject the exercise of this power to a 
workable regulation. Furthermore, the allocation of foreign currency proceeds between 
the participating countries might give rise to serious problems. Finally, the chief 
attraction of an international rather than national buffer fund would lie in creating a 
monopoly power to be used against foreign purchasers. If this happened, buffer fund 
agreements would merit the same criticism that we advanced against international 
quota agreements in chapter 5 
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market. The usual consequence, however, is to stimulate production in 
other areas, encourage the development of substitutes, discourage con- 
sumption, and ensure the early collapse of the buffer stock. 


250. To implement the policy proposals mentioned in the foregoing, and 
to integrate them with current and future investment projects, government 
policies will have to be co-ordinated in an efficient manner. In this sense 
certainly, economically under-developed countries need integrated national 
programmes as recommended in General Assembly resolution 623 (VII), 
section 3. This does not mean, in our opinion, that the national economy 
must be subjected to ubiquitous government controls more or less in con- 
formity with a detailed blueprint. What is required has been well put in 
the eighth annual report of the International Bank for Reconstruction and 
Development.® 

“.. a stringency of financial and technical resources does means that 
the government should exercise its influence consciously and con- 
sistently rather than inadvertently and sometimes at cross-purposes 
with itself. A useful instrument in this regard is a broad development 
programme which looks ahead for a period of years, sets out major 
goals in production and investment, and provides a guide to govern- 
ment decisions on policy, on approximate magnitudes of public in- 
vestment in different sectors of the economy, and on the choice and 
timing of individual projects.” 
We fully associate ourselves with this recommendation. But we are also 
aware of the numerous obstacles that must be overcome if this prescription 
for government policy is to be honoured in practice. What is needed per- 
haps even more than immediate programmes for government action, is the 
speedy development of the administrative resources and of the political 
consensus without which such programmes can be neither soundly conceived 
nor successfully carried out. 


251. We recommend to all countries, whether economically developed or 
under-developed, a further stabilizing practice. We have pointed out in 
paragraphs 57 and 58 that the markets for, and prices of, a great many 
capital. goods of the heavy engineering kind have been as much subject to 
violent fluctuations as are the markets for, and prices of, primary com- 
modities. Railway equipment, including rolling-stock, harbour and airport 
installations, equipment for the generation and transmission of electrical 
energy, and several other kinds of machinery are of this type. Instability 
in these markets could be moderated if contracts were spread more evenly 
over the cycle of boom and depression. The normal way for purchasing 
such goods is through contract bids, with a fixed delivery schedule, and 
with the price determined by competition among bidders. One way of 
stabilizing this market appreciably would be for buyers to fix specifications, 
make a firm buying offer in terms of price, and wait until a supplier is ready 
to take the offer. Producers may have little interest in these standing offers 
as long as their market is strong. When the market becomes depressed, 
however, and producers begin to be saddled with unutilized capacity, 


8 Page 10. 
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they are likely to take up such orders at fairly low prices. Indeed, the 
prices, though fully covering the producer’s variable costs, might need to 
cover only part of his fixed costs. 


252. To increase the effect of this proposed change in the marketing of 
suitable capital goods, pools of standing buying offers might be established 
by governments or associations of interested business enterprises. In any 
event, governments are now nearly everywhere important buyers of the 
kinds of engineering products under discussion, and they are in a position, 
therefore, to give immediate effect to our recommendation. 


253. This change in buying practice could help to stabilize prices and 
the volume of production in the markets for these capital goods. It would 
act as an automatic stabilizer, with new, relatively low-price offers being 
accepted as the market slackens, and with boom markets less strong than 
they would be otherwise. The degree of stability which could be achieved 
in this way is, of course, limited by the extent to which the purchase of 
such items of equipment can be deferred. This extent may not be large, 
especially in economically under-developed countries where the initiation 
and completion of one investment project is frequently required to support 
others, and where the timing of purchases is thus prescribed by a compre- 
hensive pattern of planned investment. Yet there is often some room for 
postponement, and this is eminently so when purchases are for capital main- 
tenance rather than new investment. Since, on the whole, renewal of plant 
or equipment lends itself more to postponement than does expansion of 
capacity, it is notably the more developed countries which can adopt the 
proposed change in purchasing practice with broad effects. Nevertheless, 


the economically under-developed countries would likewise profit from it 
directly and indirectly. 


NATIONAL MEASURES AFFECTING THE TERMS OF TRADE 
OF UNDER-DEVELOPED COUNTRIES 


254. General Assembly resolution 623 (VII) requests governments to 
“duly consider the effect of such measures on the terms of trade of coun- 
tries in the process of development”. Throughout our report, we have 
stressed the special vulnerability of under-developed countries to sharp 
disturbances in primary commodity markets and, hence, their justified claim 
to special consideration in matters of international economic policy. The 
interdependence of national interests, to which we referred in chapter 3, 
surely reinforces this claim. 


255. Our terms of reference require us to recommend practical measures 
for implementing the Assembly resolution. Yet it is in the nature of the 
problem that, in this case, practical measures would be impractical. There 
is virtually no domestic economic policy which does not affect primary 
commodity markets in one way or another. These policies, moreover, nor- 
mally reflect strong preferences for certain measures in the countries con- 
cerned. To demand that such national measures be either abandoned, or 
constantly modified for the sake of minimizing disturbing repercussions on 
the world’s primary commodity markets, would be asking interference with 


39888 O—54—pt. 5——-14 
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national policy-making to an extent that few industrial countries are willing 
to contemplate. We find it, in fact, difficult to conceive that economi- 
cally under-developed countries would accept similar inroads on their free- 
dom of action. There is a further difficulty which has induced us to be 
restrained in this matter. The possible effects of specific domestic measures 
on primary commodity markets are so diverse, and depend so much on the 
circumstances of each case, that it would be extremely difficult, to say the 
least, to make any concrete recommendations. 


256. In the following, we single out some particular domestic policy 
measures which, if taken by industrial countries, must be expected to im- 
pinge upon the terms of trade of the economically under-developed coun- 
tries. We fully recognize that other measures—such as monetary and 
fiscal policy—may have still more powerful effects of this kind. But we 
can hardly be expected to dwell on these in our report. In keeping with 
paragraph 253, our general recommendation is that, regarding the measures 
discussed below, economically advanced countries should be aware of their 
diverse consequences in the outside world, especially its economically under- 
developed parts, and should be ready to minimize harmful disturbances 
whenever to do so would not emasculate or unduly complicate domestic 
policy. In the event of national measures of predictably broad impact on 
primary producing countries, moreover, industrial countries would be wise 
not to refuse to consult with the governments of nations likely to be seri- 
ously harmed. In a few instances, we have been able to formulate this 
recommendation in more specific terms. 


257. At present, bulk buying of primary products affects several com- 
modity markets. Except possibly to the extent that the bargaining power 
of under-developed primary producing countries is inferior to that of 
industrial importing nations, it cannot be assumed that this technique must 
be necessarily harmful to exporting countries. To be sure, this may be the 
effect when bulk buying is manipulated to establish monopolistic bargain- 
ing power and to use this power for the purpose of lowering prices. Yet bulk 
buying may also serve the purpose of expanding supplies and, in order 
to do so, provide a dependable market at attractive prices. We cannot 
propose any operational principles for the use of a technique which can be 
employed for a variety of purposes and whose precise effects are not pre- 
dictable. 


258. The stockpiling of primary goods in order to provide for possible 
war-time scarcities is likely to affect in several ways the position of the 
economically under-developed countries exporting such products. During 
the build-up period, the increase in amounts demanded must tend to im- 
prove the terms of trade of these countries and will almost certainly in- 
crease export proceeds. If the accumulation is precipitate, however, the 
ensuing shortage may engender price rises so sharp that, although favour- 
able in their impact on the terms of trade of the exporting countries, they 
may be highly disturbing to domestic stability and impose on them grave 
problems of adjustment when stockpile purchases are suddenly reduced or 
stopped altogether. It must be realized, however, that importing countries, 
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when building up stockpiles, are acting under dictates of security policy so 
urgent that conflicting considerations will necessarily be ignored. Yet pri- 
mary producing countries also stand to suffer substantial injury if such 
stockpiles, once accumulated, are suddenly liquidated and thrown on the 
market. In fact, the very possibility of such an event in the future tends 
to make traders jittery and may depress markets. To counteract these 
undesirable effects, we recommend that stockpiling countries state publicly 
and unambiguously their intention to liquidate stockpiles only gradually 
and, preferably, after consultation with primary producing countries vitally 
affected by such liquidation. This practice, needless to emphasize, is also 
in the direct interest of the stockpiling country, since sales will be made 
at a better price if they proceed slowly and are undertaken when markets 
are strong. Nor can it be argued that the unloading of strategic stockpiles 
is governed by urgent security considerations; there is no compelling 
reason, therefore, why stockpiling countries should then hesitate to co- 
operate with affected exporting countries. 


259. Our recommendation to give public assurance to liquidate large 
national commodity stocks only gradually, at a time of strong market 
demand, and preferably in consultation with important exporting countries, 
applies also to stocks that have accumulated as a result of national schemes 
which raise the prices received by producers to a level higher than world 
market prices. 


260. When certain primary products are extremely scarce, importing 
countries sometimes ration their industrial consumption ; when this happens 
at a time of strong inflationary pressures, industrial countries may also 
impose ceiling prices on imported primary products. It is again obvious 
that such policies must affect the prices and export earnings received by 
the exporting nations, and this is a consequence of which the countries 
adopting these controls should take due cognizance. 


261. The development of new materials has entailed in the past, and 
must be expected to entail in the future, serious disadvantages to certain 
under-developed countries heavily dependent on the export of competing 
natural products. This is an inevitable consequence of technological inno- 
vation, which will in the long run benefit also the under-developed countries 
considered as a group. We are strongly opposed to retarding technological 
progress for the sake of avoiding the pains of adjustment which inevitably 
attend progress. Even when the development of substitutes is encouraged 
by public subsidies in one form or another, we see no practicable way of 
relieving the world of the resulting difficulties. Industrial countries are 
not in the habit of following such a course unless there are weighty reasons. 
It would be unfortunate, on the other hand, if the industrial countries pur- 
suing such measures were indifferent to the consequences on the welfare 
of specific under-developed countries whenever these consequences are of 
sudden and massive impact. In that event, the wealthier countries would 
do well to give the primary producing countries special assistance in shifting 
resources to more profitable fields of production. 





208 STOCKPILING STRATEGIC AND CRITICAL MATERIALS 


262. Importing countries frequently place imports of primary products 
at a disadvantage, compared with domestic production, by means of im- 
port restrictions and subsidies to domestic producers. It is possible that 
the maintenance of high trade barriers, especially since the nineteen-thirties, 
has tended to render the terms of trade of primary producing countries 
less advantageous than they would otherwise have been. It would be out 
of all proportion for us to suggest that the world rid itself of excessive 
trade restrictions for this particular reason alone. There will be cases, 
however, when the imposition of trade restrictions will have especially 
serious effects on particular exporting countries, and when these effects 
should become the subject of inter-governmental consultation and, perhaps, 
regulation. Machinery for this purpose already is provided in the General 
Agreement on Tariffs and Trade; all that is necessary is that full use 
be made of the machinery and that a general desire be developed to make 
it work. 


263. Finally, the development policies of under-developed countries have 
an obvious bearing on the prices at which they export primary commodities. 
By increasing productivity in general, economic progress will enable these 
countries to export at lower prices and yet derive larger returns from their 
exports. It must not be forgotten that the commodity terms of trade are 
only one determinant of the gains from international commerce. When 
productivity rises, the real rewards of the factors of production may rise 
also even though the barter terms of trade remain unchanged or deteriorate. 
On the other hand, if under-developed countries deliberately reduce output 
available for export, or keep it from increasing when world demand is 
rising, they may conceivably increase their export prices. But this will 
happen at the expense of a profitable expansion of the volume of trade, 
and probably also at the expense of efficient resource use. 

264. Although we have been able to make few specific recommendations, 
our main conclusion is that, in the pursuit of domestic policies, countries 
should be aware of the possible harm that may be visited on other countries ; 
and that they would be wise to minimize these effects whenever they are 
likely to be of significant size. 
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PART II. CONCLUSIONS 
Chapter 9 


Main conclusions and recommendations 


265. We suggest in conclusion that it is important to remember what the 
various stabilizing devices can be relied on to achieve, and to proportion 
the measures taken to the degree of stabilization considered desirable. 


266. Single-commodity agreements can prevent excessive short-run fluc- 
tuations in the price of the commodity. If, however, by design or accident, 
they are used to hold in check the long-run movement of prices, they will 
either break down or be maintainable only by restriction. We consider that 
restriction is wrong except in rare special cases. Otherwise the choice of 
the type of agreement seems to us to depend largely on the special circum- 
stances of the case. Provided the problem of finance can be solved, we 
think buffer stocks for individual commodities, or for a group of them, to 
be preferable to multilateral contracts. However, the nature and secular 
movement of particular commodity markets may render them unsuitable 
for buffer stock schemes while multilateral contracts may promise a meas- 
ure of stability. 


267. At present, we see no grounds for confidence that agreements for 
single commodities will be concluded in sufficient number to meet the more 
general demands of under-developed countries for stability of earnings.” 
While recommending examination of arrangements for the stabilization of 
several commodities by one agreement,’ we note that there would still be 
difficulty in obtaining sufficient short-run stability without imperilling the 
agreement and without recourse to restriction. Multi-commodity buffer 
stocks, in particular, would require an ample and assured source of finance, 
and the management of price policy in relation to them would be by no 
means easy.* While realizing the difficulty of obtaining adequate effective- 
ness and coverage by either single-commodity or multi-commodity agree- 
ments, we do not wish to discourage efforts in either form. If agreements 
covering a fair number of commodities could be achieved, it would be of 
benefit to many under-developed countries directly, and to all trading 
countries indirectly. We also feel that experimentation may well increase 
the knowledge of governments regarding the operational difficulties we 
have noted. 


268. We consider that there is a useful place for general stabilizing 
measures, such as the proposal for contra-cyclical lending discussed in 
chapter 7;° this, while by no means giving an assurance of stability for 


1 See paragraph 142. 

2 See nme = 

8 See paragrap! k 

4 See Saath 148 to 160, 184 to 188. 
5 See paragraphs 223 to 234. 
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particular commodities, would help to mitigate some of the worst effects of 
general cyclical movements. We also outline in that chapter ® schemes for 
automatic compensation of large short-run changes in the terms of trade. 
These schemes might be considered as a possible means of providing com- 
pensatory finance if other measures are not adopted. 


269. Some help could be expected from the national measures discussed 
in chapter 8. These are of two kinds. First, there are ways in which nations 
can, by measures within their domestic jurisdiction, help towards greater 
stability ; such measures include the establishment of buffer funds * and a 
smoothing of the flow of contracts for heavy engineering goods.® Second, 
there are ways in which nations can be encouraged to avoid causing violent 
disturbance to the economies of other countries.® We also note the need 
for efficient co-ordination and integration of public policy in order to 
achieve economic development.!° 


270. Effective stabilization may well require the simultaneous adoption 
of national and international measures, and general schemes as well as 
those special to particular commodities. In this difficult and complex field, 
no action which helps towards the right result is to be despised, even if it 
is in itself incomplete and of limited effectiveness. If, however, govern- 
ments wish to have an assurance of as much stability of price relations as 
is consistent with economic change and progress, then we are convinced 
that they must look beyond schemes relating to particular commodities and 
review the general structure of the world’s monetary systems. It is, of 
course, beyond the scope of our report to explore all the various possibilities 
for monetary reform. We have, however, examined one of these alterna- 
tives because of its close linkage with primary commodity prices: this is 
the “commodity reserve currency” scheme. The Committee did not reach 
full agreement on the theoretical merits and difficulties of this proposal, 
nor on the question of political acceptability. But we were agreed that the 
scheme deserves more study than it has so far received. We reiterate that 
governments should realize that the degree of stability which (to judge 
from United Nations debates) many of them desire will not be achieved 
solely by a conglomeration of partial measures. 


271. We have noted points which require further study. But we consider 
that the grave and long-standing problem of instability in primary com- 
modity markets calls for immediate, effective and co-ordinated action ; and 
we have given thought to the first steps needed to achieve such action. 


272. We have reviewed the existing machinery for considering com- 
modity problems—including the Economic and Social Council itself and its 
regional commissions, the Interim Co-ordinating Committee for Inter- 
national Commodity Arrangements and its associated study groups, and the 
Food and Agriculture Organization and its Commodity Policy Committee. 
We note that there is no special provision for commodity stabilization 


6 See paragraphs 235 to 240. 
7 See paragraph 247. 

8 See paragraph 251. 

® See paragraphs 256 to 262. 
10 See paragraph 263. 
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among the functions of the International Monetary Fund or the Interna- 
tional Bank for Reconstruction and Development. 


273. It seems to us that there is at present no effective international pro- 
cedure for discussing and proposing action on the general problem of 
stabilization—a matter which transcends the problems of particular com- 


modities. The present organization is directed towards piecemeal action, 


commodity by commodit eneral 


nd simultaneous approach to the problem of stability in its many aspects 

is required. It is possible that a in international organization has here 

unintentionally, through i absence of ational trade organi- 
zation as envisa 


~ 274. Wetherefore propose that the Economic and Social Council should 
establish an jnter-governmental commission, which we will refer to as the 
Trade ilizati ission. In order to provide permanen - 
tation for the most important trading countries and uate rotation 
of representation for the others, it would probably be necessary to 
‘eight of hitfé member governments. The Commission would meet whenever 
it thought fit, but we envisage that it would be necessary to have meetings 
for a number of weeks several times a year. The Commission’s work would 
stand or fall by the high quality of the representatives appointed by 
governments ; but we think it important also that the representatives should 
be free to undertake serious and continued work, not limiting their service 
on the Commission to infrequent brief meetings. 


275. We recommend that the Commission should be asked, during its 
first period of office, to examine suggestions for future organization in 
this field. We would expect that, as a consequence, the present distribution 
of responsibility for action, and also the assembly and publication of facts 
and statistics, could be co-ordinated and improved. We see no reason to 
expect that an improved and streamlined organization would require any 
substantial change in the budgets of the international organizations. 


276. The Commission would be advisory and not executive, and its main 
tasks would be as follows: 


(a) To consider and make recommendations to the Economic and Social 
Council on general proposals ' for stabilization, whether they are referred 
to it by the Council as meriting examination, or originate in the Commis- 
sion. 


(b) To report on its activities to -a Council from time to time; and 
when the stability of the world’s markets appears threatened, to make 
prompt recommendations to the Council for appropriate inter-governmental 
action. Such recommendations would be embodied in reports to the Council, 
which would also be sent at once to all governments for their information. 


11 See Final Act, United Nations Conference on Trade and Employment, Havana, 
1948, article 72. 


12 These might include proposals of the kind discussed in preceding chapters, but we 
do not put forward the idea of a Commission as providing an alternative to the discus- 
sion of this report in the Council itself. 
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277. The Commission would, according to usual United Nations pro- 
cedure, have the advantage of the presence of non-voting representatives 
of the Secretary-General and of the specialized agencies (the Food and 
Agriculture Organization, the International Monetary Fund, the Interna- 
tional Bank for Reconstruction and Development, the International Labour 
Office, etc.). It would have the help of these agencies on matters related 
to their functions, and the assistance of the United Nations Secretariat; 
we recommend that it should also have the power to seek expert advice 
from outside the United Nations organizations. 


278. The work of the Commission would involve exchanges of views | 
between governments on_ possible types of action to which they may not 
wish to a r publicly committed ; and there is a very real risk that pre- 
mature knowledge of the Commission’s deliberations would produce harm- 


contrar ations practice, the Co on should meet in 
closed session except when it decides otherwise. We would expect that, in 
addition to the formal meetings, occasions would be required for informal 
exchanges of view among the representatives of the member governments, 
meeti rivate. 


279. We make these recommendations because we are convinced of the 
importance of the service which such a Commission could render. The 
realization of this service depends on the willingness of governments to 
support the work by the appointment of representatives of high standing 
and quality. The Commission would be useless—or perhaps worse than 


useless—if governments were not convinced of the value of its work and 
willing to lend it their full support. 
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Appendix B 
Mathematical note to paragraph 187 
By J. Goudriaan 


RELATIONSHIP BETWEEN THE AVERAGE CORRELATION COEFFICIENT (p) 
AND THE AVERAGE VARIATION COEFFICIENT (v) OF 
COMMODITIES IN THE COMMODITY 
CURRENCY UNIT?! 


If 81, 3s, 3s, 5, represents the deviation of each of the values x1, x:, 
X from its o wn average, andéy represents the deviation of the sum from 
the average of the sum, then: 


” 
(1) ds = 2b 
Squared: 
(7-1) 


" 

(2) = Sb2+ FT bids 
Let all the deltas vary, total these variations and introduce the average value for all 
squares and products of these variations: 

8 ” a(7-1) 

(3)exy = Zo*®+ F pisciaos 
where pis is the linear correlation coefficient between the variables x: and xz, etc. 

In reducing each summation to a product, it should be noted that in the successive 
terms o103,0103,0104, o10,, there are consecutively, as the second part of this 


n 
product, all sigmas, except o:. The first factor o: is thus not multiplied by oe: = poe, 
but by le — O1. 


The same holds for all consecutive terms, with the result that: 
a(a-1) 2 ad 


ZT ono=75 —-ae’ 


Substituting this in (3), and assuming mutual independence between the p’s and o's, 
the result is: 

(4) or =n +plae — v0) 
and thus: 


=~ 
yn # +(e 
Ux 
The known and completely general formula: 


Vertex =—(14+Vv*) 
x x x 


immediately leads to: 5? = —- (1+ v*) 
Cg 


Next, substitute -L = vy, then (5) changes into the still completely general formula: 


2 a 2 3 2 = a 
Vi = Sti$ te) sf saad) -¥(( ~3)(1 + v¥) +n) 
The functional relationship between v: and p may be further reduced to: 
3 
Vz 
-_ ge 1 ~w 
= 0 2 o 
p-1 —-v'*e 
* In this note a simplified notation is adopted: the first term follows the = sign and 


the number of terms is above the = sign. herefore } 6: = 5: + bs + bs + 
bp-1 + Sp. 
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Here » reaches its maximum =1 when v reaches its minimum = Vz, and » decreases 
with the increase of v-> © to a minimum equal to: 


1+ vio 


p-1-v'e 


This minimum is reached in any case for Vz = 0. 

In a concrete example of permanent valorization of a certain complex of raw materials, 
Vz, » and vx are known and vx may be used instead of vg if the same individual co- 
efficients of variation for all the terms of the sum are assumed for a first approximation; 
the o series is then proportional to'the x series, and both series then possess the same 
coefficient of variation. 

If » = 48-16-32 is applied consecutively to the values in appendix A, classified 
according to diminishing value, then the values given below are obtained for x, ox and 


” 
=x1 
(column 3 x ox Vx = vo 
appendix A) 
38,000 9,500 1360 0.14 
7,375 2501 0.34 
4,950 3020 0.61 
2,790 3050 1.09 
Assume Vy to be, for example, 0.025, then the necessary relation between p and v 
is given by the figures below. 
0.05 0.10 0.20 0.40 


— 0.26 — 0.32 — 0.33 
— 0.09 — 0.14 — 0.15 
— 0.02 — 0.07 — 0.09 
— 0.01 — 0.05 — 0.07 


Collective valorization, with widely fluctuating commodity prices, offers only the 
alternatives of limiting the coefficients of variation considerably or of negative 
correlation. 

It is very likely that collective valorization would produce the first alternative. 
The strong positive correlation is brought about by mass psychological and economic 
motives which are too powerful to be overturned suddenly. Such valorization also 
affects all valorized raw materials in the same way; it is difficult to understand how this 
influence could cause contrary fluctuations. That the maintenance of high coefficients of 
variation would require negative correlation is clearly shown by the figures given. 

The critical value » = 0 yields the relation: 


_ 0 Vv? 
7 i+v, 2 
0 
1 ve 


of the sum must be multiplied to get the individual coefficients of the components which 
lead to an average correlation of zero. 

This square root, for p consecutively = 
4 -8 — 16 —32, takes the values: 

1.96 — 2.64 — 3.42 — 3.84 
Therefore the individual coefficients of variation can be about 2 to 4 times as large as 
Vz before an average negative correlation occurs. 

This confirms that the choice of the margin between the buying and the selling price 
is of first importance to avoid negative carrelations. It should, however, be borne in 
mind that Vz is not identical with this margin. For a small margin, like + 2.5 per cent, 
it may probably be assumed that the prices of the unit are mainly either at the upper 
or at the lower limit and therefore Vz will be very close to 0.025. For a large margin, 
of + 10 per cent, the price of the unit will for considerable periods remain between the 
limits, so the Vz will be smaller than 0.10; in the case of rectangular distribution it 
would amount to only some 60 per cent of the margin. 


The square root of therefore gives the factor by which the variation coefficient 
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Appendix C 


Concurring note on commodity reserve currency schemes 
By J. Goudriaan 


While I find myself in almost complete agreement with the report of our Committee, 
I think it useful to carry the analysis a little further by trying to answer the questions 
in paragraphs 213 to 220 concerning some alleged difficulties of a commodity currency 
scheme. I fully share the opinion of the Committee expressed in paragraph 33 (a) 
that heavy fluctuations in prices may recur at any moment. Therefore the world should 
be prepared to meet this challenge right from the beginning. Whilst supporting whole- 
heartedly the recommendation for further study of the commodity currency scheme, 
I feel at the same time that no academic study which can be dragged on almost in- 
definitely should be an excuse for failure to express now certain preliminary conclu- 
sions which prepare the way for action in case of need. 


The question in paragraph 213, “does economic progress go faster under the stimulus 
of a slowly rising price level?” is already answered in paragraph 71 (b), rightly re- 
jecting “continuous inflationary pressure”. This same point of view is expressed very 
clearly in National and International Measures for Full Employment,) to which I 
may refer. 


Summarizing briefly the main arguments against sustained inflation I note that: 

(a) From the production side, “a slowly rising price level” always leads to a mis- 
allocation of resources; the tendency “to give rise to high profits” 2 maintains the least 
efficient (marginal) producers; at the same time the establishment of new enterprises 
is hampered because “a slowly rising price level” saddles them with higher interest 
charges than the existing ones. 


(b) From the side of the distribution of national income, the tendency already noted, 
to give rise to high profits, implies that the aggregate of real wages and salaries is 
lowered, and leads to a stimulation of wage demands, magnifying and perpetuating 
the initial inflationary movement, as is stated in paragraph 71 (6) of our report. 


(c) From the side of terms of trade, sustained and more or less synchronized infla- 
tion in the highly industrialized countries leads to an especially high price level for such 
capital goods as plant and machinery, thereby turning the terms of trade to the dis- 
advantage of the under-developed countries. 


(d) From the side of the real value of deferred payments, sustained inflation will 
upset all schemes of pension funds and life insurance. If the pension funds allow for 
pensions based on a fixed relation to money income during the last period of service, 
they are brought in constant danger of bankruptcy; if they are, as life insurance 
schemes, built on the money purchasing principle, the insured persons are robbed of 
a part of their real savings. A price level “rising slowly”——-say 2 per cent per year— 
means that for an average period of thirty years between payment of premiums and 
cashing of pensions the real value has declined by about 45 per cent. 


(e) From the side of stability, a slowly rising price level has no value at all; it can 
be interrupted at any moment by a more or less autonomous fall in raw material prices 
and transferred into unintended deflation. 


(f) From the side of international economic co-operation, a slowly rising price 
level applied in different countries almost inevitably means that the price levels in 
these countries are getting out of step. An initial inflationary move, as stated in 
paragraph 71 (b) “magnifies and perpetuates itself’; it easily gets out of control and 
thus will lead to a series of national devaluations—too well known from recent economic 
history to necessitate any further insistence on this point. 





1 United Nations publication 1949.II.A.3. See paragraphs 84 to 88. and 173 to 177, 
2 Paragraph 71 (b). 
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But I agree that the commodity currency, if properly managed, being the most 
powerful, is at the same time the most promising tool for combating deflation and 
inflation alike. Governments and scientists in open or hidden sympathy with inflation 
should, therefore, not give their support to the scheme. But if the protagonists of a 
slowly rising price level are not afraid of openly proclaiming what they have in mind 
they may find precisely in the commodity currency a tool which they should not despise. 
A slow rise—for example, 2 per cent per year—cannot be achieved in a better controlled 
manner than by raising the price of the commodity unit each year by that same per- 


centage. And it has the very great advantage, stated in paragraph 210, “of making 
inflation clearly visible”. 


The only definite question raised in paragraph 214 is whether universal convertibility 
of currencies is an economic prerequisite of the scheme. The answer to this question 
depends on whether the scheme is operated by an international buying and selling agency, 
as outlined in paragraph 200, or by a number of national agencies in the principal 
countries co-ordinated by an international agreement, as outlined in paragraph 201. 


I am, and always have been, in favour of operating the scheme by national agencies 8 
for a number of reasons. As a matter of principle, decentralization wherever practicable 
should always be favoured above centralization, because it is more in line with de- 
mocracy; at the same time it is the most efficient way of doing things by delegating 
them to the people “on the spot” with the necessary local knowledge and local authority. 
Centralization always creates additional problems and in this case almost unsurmount- 
able difficulties, without any essential advantage. 


My specific reasons for giving strong preference to national operation of the scheme 
are the following: 


(a) The tie-up between the buying and selling of commodities and the usual monetary 
policies is much better, because the national central bank in each participating country 


is the agency for both kinds of operations so that their co-ordination is immediately 
assured. 


(b) The choice of the specific market for each commodity and the location of stocks 
is simple and according to the existing channels of trade for each separate country. 
An internationally operated scheme creates in this respect serious difficulties: either it 
operates for each commodity only in one local market, thereby strongly favouring that 
chosen market and damaging all other markets, or it operates in several markets. The 
latter method, however, creates new problems as to the choice between these markets; 
it is hardly possible to avoid discriminating in favour of or against certain countries. 
The commodity unit itself lacks any clear definition as to location, and the arrangement 
mentioned in paragraph 202, of “world-wide holdings, undifferentiated by location” gives 
no solution. If a certain country is in possession of certain commodity certificates of 
this kind, it can clearly not expect to obtain the goods in the desired markets unless the 
international agency has taken care of stockpiling these goods in these markets, that is, 
unless the international agency has acted as the aggregate of a number of national 
agencies would have acted under a nationally operated scheme. If this condition is ful- 
filled, what is the use of centralization? If it is not, the value of the international 
certificates in the possession of a certain country will go up and down with the buying 
and selling of the international agency in the various markets, a new source of friction 
and unrest added to existing ones. 

(c) One should not underrate the differences in grades and in prices for one com- 
modity in the main world markets. Even for such a well standardized raw material as 
electrolytic copper, in the period of free markets variations between prices in three 
main centres on one and the same day were considerable. There is no virtue in any 
effort to eliminate artificially these price differences, which are often connected with 
differences in freight rates, different groups of suppliers and buyers, and similar factors. 


8 The same method was chosen by F. A. Hayek, in “A Commodity Reserve Currency”, 
The Economic Journal, June-September 1943, and accepted as an alternative by 
a Graham, in his World Commodities and World Currency (New York, 1944), 
page . 
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In case the scheme is operated by a number of co-ordinated national agencies, the 
answer to the question whether universal convertibility of currencies is an economic 
prerequisite is that it is not. The last sentence of paragraph 201 applies in this respect. 


It should be clearly realized that the problem of stability of commodity prices and 
that of convertibility of currencies are essentially different. The first is older than our 
present economic system; the latter is a quite recent acquisition. The latter cannot be 
solved in any satisfactory manner as long as the first is not put right, as is sufficiently 
shown in the various paragraphs of our report related to disturbances in terms of trade. 
But a large step toward general stabilization of national price levels implies at the same 
time a certain stability in the ratios between the purchasing power of the various 
currencies; this stability of price levels is the only solid foundation for mutual con- 
vertibility of currencies. 


The question whether this stability will be maintained depends entirely on national 
monetary policy; the stabilization of a commodity unit, however, will aid and reinforce 
any bona fide national policy directed towards stability of the currency. 

The international commodity cerificates, because of their ever-changing unit value,4 
are not comparable to gold. One should not aim at establishing their total value at a 
level somewhat comparable to the value of the present monetary gold stock because 
this would go against the sound principles given in paragraphs 204 and 205. 


The supposition made in paragraph 215 that the full autonomy of central banks is 
preserved and that they could use their power to frustrate and distort the policy of the 
stabilizing authority is unrealistic: (a) because the full automony of central banks 
(or rather of the governments which control them) no longer exists for all countries 
participating in the Bretton Woods agreements; (b) because this limited autonomy 
would be limited still further by an international stabilizing agreement concerning 
commodity units. It is clear that the working of any agreement can be frustrated by 
breaking it. This needs hardly to be stated. In this particular case, however, the tend- 
ency tu break it can only be strong when the government involved is not much inter- 
ested in maintaining the purchasing power of its currency. Such countries, as already 
noted, should not be participants in a stabilizing agreement. 

The second question in paragraph 215, whether-it will be possible to hold wages 
beneath a certain limit without resort to the discipline of heavy unemployment, is 
already partly answered in paragraph 210. Whether or not unreasonable wage demands 
will arise and will be acceded to depends largely on the degree of intelligence and self- 
discipline in each country. I may refer to the recommendations made in this respect in 
National and International Measures for Full Employment. But the fact that a certain 
restriction of credit will no longer lead to a collapse of commodity prices will remove 
one of the worst dangers of the present situation. If, besides this measure, a number 
of pools of orders are established as recommended in paragraphs 251 to 253, a collapse 
in the engineering trade can also be eliminated. 


The real target should be to regulate employment more or less automatically within 
the 95 to 98 per cent margin and for this aim a further inventive application of the 
principles given in paragraph 71 (c) can pave the way. 

The question put in paragraph 216 whether the joint attachment of money to gold 
and to the commodity unit would produce the difficulties of bimetallism must probably 
be answered in the affirmative in the case of creation of commodity certificates by an 
international agency, as previously explained.® If, however, the simple solution of a 
number of co-ordinated national agencies is chosen as advocated, there exists in each 
country only one kind of money and internationally only one instrument of payment: 
gold. In that case, as clearly explained in paragraphs 201 and 202, any danger of 
“bimetallistic” effects is completely eliminated. 

The second question in paragraph 216, whether the degree of variation tolerable in 
a monetary system would be enough to provide inducements to a shift of resources 


4 See sub-paragraph (b), page 91. 
5 Paragraphs 87, 88 and 173 to 177. 
6 Sub-paragraph (b), page 91. 
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between the making of goods inside and outside the commodity unit, can only be an- 
swered in an accurate sense by actual experience. The risks of acquiring such experi- 
ence are very small as compared with the risks of the present siuation. In essence one 
has only to put the simple question: What can go wrong? 


Only one of two mutually exclusive possibilities can occur: the stocks may become 
very large or they may become exhausted. In the first case, assuming that the initial 
level of stabilization has not been chosen too high, a gradual increase of the price level 
outside the commodity unit by credit expansion, lowering of the interest rate, and 
similar measures, will discourage the production of commodities inside the unit, and 
the rate of increase in stocks will slow down, or even be reversed. 


In the second case, protection of the stock will require a relative lowering of the 
price level outside; this relative lowering can also be obtained by withholding the 
annual rise in the wage level outside the group, sustained by mild credit restriction, 
and similar measures. In extreme cases one should not be deterred by falling back on 
the policy explained in paragraph 210. This, however, should be considered as a kind 
of safety valve, and no safety valve should blow forever. 

It seems to me that in a democratic society the effective technique of stabilization 
can only be learned step by step and that it may take several years before its possi- 
bilities and exigencies are generally understood. But this should not deter us from 
making a beginning because, as stated above, the risks involved are almost negligible 
as compared with the heavy risks of the present situation. 

The question put in paragraph 217, whether certain transitional problems can be 
overcome without serious hardships to producers and consumers, may be answered 
in the affirmative because all these transitions should be made in a gradual and rela- 
tively slow manner. They are under control, whilst the present heavy fluctuations 
mentioned in paragraphs 16 to 18 are completely beyond control. 

If, for example, a certain commodity has to be eliminated from the unit, the clearance 
of the stock is not very urgent; the volume of stock anyway has to be relatively small 
(see paragraph 204) and even under present unsettled circumstances it is a hard 
fact of universal experience that no commodity is depressed forever; therefore one 
should wait for a period of relative recovery of the commodity to get the stock cleared. 

The answer to the question in paragraph 218 as to the optimum degree of compre- 
hensiveness of the commodity unit is given by the figures of appendix A. These 
show that the first ten commodities cover 72 per cent of the total; the first twenty 
94 per cent and the first thirty 98 per cent.? 


Making a choice should not be too difficult. After all, the commodity unit has only 
the character of a stratified sample from all goods produced to satisfy human wants. 


The prices of all goods are correlated by numerous ties in their cost elements and the 
amounts available for the satisfactions received. 


Therefore, there is no essential difficulty in deciding to leave out some goods, such 
as those discussed in paragraph 198; the main thing is to obtain not too large a 


number of different commodities, which in their aggregate cover a sufficient per- 
centage of the total. 


My answer to the question in paragraph 219 whether the attractiveness of an 
automatic scheme is seriously compromised by periodical revision is as follows. 

Automatic operation of the scheme is a good and necessary thing, as explained in 
paragraph 71 (c), for combating short-term fluctuations; these are nothing but a 
nuisance in the functioning of the price mechanism. Automatism, however, is neither 
possible nor desirable for long-term adjustments. It is not possible because no mech- 
anism can be invented that adjusts automatically to the unforeseeable events of future 
ages. It is not desirable because any such mechanism would take the place of human 
intelligence and withhold it from its legitimate task. And, finally, the speed of action 
and reaction—so precious in suppressing short-term fluctuations with their calamitous 


7 Leaving out coal, crude petroleum and pig-iron, as discussed in paragraph 198 (c), 
these figures become 56 per cent, 70 per cent and 74 per cent, respectively. 
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cumulative effects—is not required for an adjustment to the continuous and relatively 
slow change of secular development. There is time enough to let this secular change 
develop until its direction and intensity are sufficiently clear. This is essentially a field 
for human observation, analysis and decision taking. 


Instead of a defect, the combination of automatism in the short run and well pondered 
human control for the long run seems to me an essential and necessary virtue of the 
scheme as developed in this report. 


The answer to the last inquiry (paragraph 220), whether success in the field of 
monetary management does not depend more on the quality of the management than 
on the ingenuity of the scheme of management, is obvious. There is no contradiction 
and no exclusivity between the two alternatives. We need both: high standards of 
management and good techniques. The commodity currency scheme maintains all the 
existing and well-known techniques of monetary management and adds, on top of 
these, a new one. Therefore the question seems to suggest that a first-class workman 
equipped with a tool-box containing an extra tool does worse than the same workman 
without that extra tool. This is difficult to understand. 


On the other hand, the implied suggestion that satisfactory results can be achieved 
towards stability of price level with the existing techniques of monetary manage- 
ment seems to me extremely dangerous; its futility is equally rejected by experience 
and theory (see paragraph 270 of our report). 


The experience of the great depression of the nineteen-thirties has sufficiently shown 
that monetary management as such is of no avail once a depression has reached a 
certain magnitude. This is in complete agreement with classical theory, which always 
advocated combating a depression by means of credit expansion, effectuated by 
putting the bank rate below the actual rate of interest. But this theory overlooked the 
fact that in a serious depression the actual rate falls to zero or even becomes negative, 
when existing production capacity has become too large for effective demand. In 
this case all existing techniques of monetary management fail, and especially for this 
case, and for the approaching menace of such a case, the new technique of direct 
interference in the commodity markets will work particularly well and reliably. 


The commodity currency in this respect is nothing but a new tool enriching and 
reinforcing the existing techniques of monetary management; it works as an emer- 


gency governor backing up and reinforcing the everyday governor of traditional 
credit policy. 


Only countries like Belgium, Denmark, the Netherlands, Norway, Sweden, Switzer- 
land and the United Kingdom, which rely for their supply of raw materials largely 
on imports, dispose of another tool: they can counteract the devastating influence of 
a general fall in the price level largely by a devaluation of their currencies. This 
method, however, restricted in its use by the Bretton Woods agreements, is detrimental 
to the rest of the world. It is of no avail to countries like the United States in which 
raw material production largely takes place within its own borders. Therefore a 
universal and in every respect satisfactory solution cannot be found in a return to 
the policy of free currencies, well known in the period before the Second World War. 


On the other hand, as already stated,® a policy of fixed currency ratios can only 


be put on a sound footing after the stability of the various national price levels has 
been assured. 


The last sentence of paragraph 211, speaking of “the marked upheavals of thought 
and practice” required by the commodity currency scheme, seems to me to be some- 
what strongly worded. Unless the achievement of stability itself is qualified as such 
an upheaval, which hardly can be the intention of these words, the change in practice 
will be almost unnoticed by the public. The operations of the central banks in the 
commodity markets will be merged with their usual ones or effectuated by private 
firms specializing in this new type of arbitrage. The required change in thought is 


8 See page 92. 
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fairly limited, to a relatively small number of people bearing the heavy responsibility 
of policy-making. 


But even in this case it may be asked whether the change is anything more than 
a gradual development advancing step by step. Since the Second World War, interest 
has been sharply concentrated on preventing a serious new depression, and it is an 
important fact that among the strategic factors to be controlled, if any good result 
can be achieved, the price level of commodities is generally recognized as of first-class 
importance. Therefore, interest is already focused on this specific subject, and our 
report gives a fairly complete inventory of the different methods available for achieving 
stability. Now it can be clearly seen from this report that all these methods starting 
from the commodity side are only piecemeal, uncertain in their very essence, liable 
to all risks of bargaining and withdrawal, and temporary in their very character. Is it 
really an upheaval of thought to recognize that any approach to the problem of 
stability of prices is necessarily a piecemeal one and for that very reason defective 
so long as at the same time the monetary side of the problem is not included? If so, 
this upheaval of thought has already been achieved in this report, which states so 
clearly in paragraph 73 that the “dividing wall in peoples’ thought” between the 
commodity approach and the monetary approach has to be “broken down”. This 
thought is further implemented in paragraph 270 with the statement that governments, 
if they “wish to have an assurance of as much stability of price relations as is con- 
sistent with economic change and progress . . . must look beyond schemes relating 
to particular commodities and review . . . the world’s monetary systems”. 


A critical review of the monetary system should always be based on the three essen- 
tially different functions of money: (a) to act as a medium of payment; (b) to act 
as an instrument of internationally accepted liquidity; (c) to function as a standard 
of value, that is, to provide a unit of economic calculation. In all countries the first 
function is served by paper and token money, notes, bills and bank money; the second 
by gold; but the third function, until now, has not had its own rational instrument. 


All techniques of monetary management thus far have aimed to assure a standard of 
value by means which are not related directly to the purchasing power of money but 
to money acting as a medium of payment. This logical inconsistency leads in actual 
practice to the grave faults described in chapter 2, beginning with paragraph 15. The 
commodity currency is nothing but a technical remedy for filling the existing gap. 


There is nothing artificial or accidental in the commodity currency. 


The same requirements, mentioned in paragraph 196, which make commodities 
appropriate for inclusion in the monetary unit, are also responsible for the extreme 
instability shown by their prices under a monetary system without a well defined 
and practical standard of value. 


By artificially excluding these commodities from their monetary function we make 
those same qualities which render them appropriate for monetary use exercise a dis- 
locating influence on their price situation in times of temporary abundance. By this 
exclusion the strong natural correlations between commodity prices make them fall 
and rise more or less simultaneously, and these correlations have been until now the 
worst enemies of general stability; after stabilization of a sufficient aggregate of 
prices these same correlations will become its strongest and most reliable allies. 


The essential antagonism which nowadays exists between money and goods—one 
appreciating when the other depreciates and vice versa—is not a “natural” fact but 
an artificial thing resulting from a basic flaw in the monetary systems. The constant, 
and more or less synchronized, shifting in almost every balance sheet between assets 
primarily defined in terms of goods and assets directly defined in terms of money, which 
so largely contributes to general business fluctuations, is only due to this flaw. 


The illogical and calarAitous fact that a relatively small abundance of goods—in 
itself nothing particularly harmful—leads to a menace of general disaster will persist 
as long as this unnatural antagonism is maintained ; general and well-assured prosperity 
will not become possible as long as it has not been eliminated. 
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Indeed, one of the most alarming developments of the past twenty years is that 
restrictions on the output of basic commodities are accepted more or less as a normal 
tool of economic policy. Nineteen per cent of the world’s wheat production; 57 per cent 
of corn output; 14 per cent of barley; 38 per cent of oats; 28 per cent of sugar; 33 per 
cent of tobacco and not less than 53 per cent of world cotton production are subjected 
to some form of quantitative restriction, real or potential. No responsible economist 
can look at these figures without grave concern. They demonstrate a gradual petrifica- 
tion which—if not undone in time—spells the greatest menace for the provision of the 
steadily increasing population of this world with basic foodstuffs. 


If, as is done in our report, one rules out the application of restrictions and recog- 
nizes the very doubtful value of temporary single commodity agreements, the only 
thing to do is to establish buffer stocks. But is a series of unconnected buffer stocks 
each governed by separate agreements and handled by separate management a more 
reliable measure than one system of collective buffer stocks tied up with the monetary 
units ? 

The last measure is in every respect the simplest, the most trustworthy and the 
most effective in promoting general stability. It needs only one agreement instead of 
ten, twenty or thirty; it can even be established by one single country, for example, 
the United States on its own account. 

It does not give rise to endless bargaining and rebargaining because no single price 
is an element of the agreement; only a kind of index number has to be agreed upon 
which can be fixed as a certain percentage of an index number of existing prices at 
a certain moment; therefore the essence of the agreement is fixed in one single figure 
with its tolerances. 


It is the most trustworthy because any breaking away from the agreement will 
be felt either in a harmful liquidation of stocks or in a general increase in domestic 
prices; the self-interest of each participating nation will keep it on the right track, 
which is the soundest guarantee for adhering to an agreement. It has the greatest 
possibilities because on stabilized purchasing power of national money, defined in 
commodities, all further national stabilizing measures can be built, such as: (a) stability 
of the exchange value of its currency; (b) “tability of its engineering industries; 
(c) stability of its building trades, and so on. 


A suggestion which I wish to add to the recommendations of our Committee is that 
the proposed Trade Stabilization Commission (paragraph 274) should give close atten- 
tion to co-ordinated intervention in a number of specified commodity markets as soon 
as a specified price index should drop below a certain specified value. The adoption 
of this suggestion and its public announcement would remove the fear of a price 
collapse which now looms over the world and is only too well founded in the experience 
of the past. 
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Appendix D 
A Matual Insurance Scheme 


By F. G. Olano 


The general principles on which the following scheme is based are developed in 
chapters 3 and 7 of the report. In chapter 3, when dealing with the economic inter- 
dependence of nations, the Committee stressed the fundamental coincidence of interests 
in international trade. “In this modern world of interdependence no one is any better 
off because other people are worse off.” 


In chapter 7, the Committee stated: “If undesirable repercussions of excessive 
fluctuations in primary commodity markets are to be minimized, there is one broad 
alternative to the direct stabilization of prices by means of commodity agreements. 
This is to arrange for compensatory international flows of money in the event of sharp 
fluctuations in primary commodity markets”. 


This approach is based upon a larger and more general consideration. Is it always 
advisable to insist on dealing with the root cause of an undesirable phenomenon? In 
fact, the root cause often does not lend itself to direct attack for reasons of political 
feasibility, or it may be that a direct attack on the root cause will also obstruct its de- 
sirable functions or effects. Stabilization of prices can interfere with a more efficient 
allocation of resources that a variation of these prices could promote. 


Often the best policy, in such cases, is to compensate by other measures for the 
undesirable effects of a root cause, thus leaving its desirable effects intact.? 


As is outlined in chapter 7, “Changes in the terms of trade suggest themselves for 
the practical application of this idea”.8 


A practical scheme, that could work along these lines, must satisfy, in my opinion, 
two fundamental conditions: (a) a relatively wide margin must be allowed for changes 
due to real economic reasons and/or changes of technology and of the structure of 
production; (b) the general lines of a good insurance policy must be followed, reducing 
the risks, keeping insurance payments to a minimum and applying the scheme to cases 
where the “law of great numbers” can operate. This means that a considerable number 
of countries must enter the insurance system, or that a considerable number of com- 
modities and manufactured products must be insured. 


With these bases and principles in mind, a system of mutual insurance can be 
evolved, in such a way that when “unjust, unfair and inequitable” terms of trade result, 
a compensation payment must be made to the country (or producer) which suffers 
therefrom. 


To reduce the risks and make the system practical it would be preferable to act only 
in cases of clear “injustice” (on which it is always easier to agree than on what is 
“just”, “fair” and “equitable’”). 


In defining this zone of “injustice”, it may be said in a first approach that it begins 
when terms of trade are less than 90 per cent of a “normal” or “reasonable” basis. It 
would seem, at first sight, difficult—if not impossible—to define and agree on this 
“normal” or “reasonable” basis. But when the actual figures covering a long period 
are examined, it is noticed that no severe consequences occurred when terms of trade 


1L. St. Clare Grondona, National Reserves for Safety and Stabilization (London, 
1939), page 116. 

2 Actually, this principle is widely acted upon everywhere. For instance, in order 
to preserve the incentive and allocation function of differential wages and incomes, we 
keep interference with the income-distribution effects to a minimum. But, by means of 
compensatory measures (for example, redistributive finance, easy credit for invest- 
ment in private housing, public medical care, and so on) we offset some of the undesir- 
able consequences of relying on the market mechanism. 

8 Paragraph 235. 








226 STOCKPILING STRATEGIC AND CRITICAL MATERIALS 

moved between 110 and 90 per cent of a normal figure, and it is very easy to perceive 
the periods when terms of trade have been too favourable or unfavourable. On this 
basis the problem of the reasonable “standard” could be solved without special difficulty. 
If the adoption of the system depended only on the solution of this problem, then my 
opinion is that an agreement could be achieved.* The basic figure must be agreed upon 
before starting the system. The “standard” will be changed in special cases which are 
mentioned later, and it should be revised after five years of operation of the scheme 
(when it would be useful also to have a general appraisal and revision of the whole 
system). 

The operating principle of this scheme would be as follows: no compensation payment 
will be made when terms of trade move between 90 per cent and 110 per cent of the 
“normal” basis. The insured countries will get some compensation payments when 
their terms of trade fall below 90 per cent. To leave a margin for the operation of real 
economic factors, it is proposed that not the whole difference between 90 per cent 
and the actual figure should qualify for compensation but only a fraction of it. (It 
might, for example, be one-half of the difference. If no problems arise, and, as experi- 
ence is gained in the operation of the scheme, this fraction could be increased, but it 
should never be more than two-thirds.) 


If terms of trade deteriorate or improve over a long period, five years for example, 
and if there are signs of real economic causes 5 for it, then a special meeting should 
be called to establish a new reasonable basis for the calculation of the insurance risk, 
or to take the commodity concerned out of the insurance system altogether. In that 
case, “insurance” support will be extended for another period—let us say, for example, 
another five years—while helping the country to cope with the distress situation through 
other international means. 


How would compensation payments be made? And how would they be used? 


I'wo methods could be adopted. The first would require establishment of a small 
independent central office, preferably in the United Nations, with the task of calcu- 
lating the terms of trade between the different countries, and the sums that each 
country must pay or will receive. Countries receiving payment would be allowed to 

*This view is based on a careful examination of the figures for the terms of trade 
during recent decades (when possible the past forty or fifty years) of Argentina, Aus- 
tralia, Austria, Belgium, Brazil, Canada, Chile, Cuba, Denmark, France, Germany, 
India, Indonesia, Italy, Japan, Malaya, Mexico, Netherlands, New Zealand, Norway, 
Spain, Sweden, Switzerland, Turkey, United Kingdom, United States. In all these 
cases no special difficulty was discovered, and it is my firm opinion that the margin 
for a fair doubt about what constitutes a “normal” or “reasonable” level is amazingly 
small. As illustrative examples, the following “normal” zones of terms of trade are 
given (terms of trade defined as ratio of export prices to import prices) : (a) For the 
United States the “normal” basis would be about 85 (1937 = 100). As a check, the 
correlation was calculated between the figures for terms of trade and unemployment 
(1929 to 1940). The comput. . of the regression equation yields T = 85 + 1.9 U 
(where T = terms of trade with base year 1937, and U = millions of unemployed), 
with a co-efficient of correlation equal to 0.86. If there were no unemployment, the 
terms of trade would be 85, exactly the same figure as that obtained by other methods. 
(b) For the United Kingdom, the “unreasonable” level would be about 90 (1937 = 100). 
It is interesting to note that in July 1953, the figure was 91, and that The Economist 
for 26 September 1953 stated: “There is nothing in the present or foreseeable state 
of world markets to suggest that British export prices could be raised with impunity. 
And any significant decline in the import price index would be matched by a further 
drop in the earnings of the sterling area’s primary producers, which in turn would almost 
certainly react on the export trade. Perhaps the stage has now been reached when it 
will be better for everyone if Britain’s terms of trade improve no further”. (c) For 
Australia the “normal” basis would be about 100, as in 1937. It would be superfluous 
to give more figures. 


5 For example, such cases as competition between natural and synthetic rubber or 
nitrate ; replacement of copper or tin with other metals; damage from pests or climatic 
changes that reduce output; increased demand; production on marginal land or in 
marginal mines. 
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use it as they chose with the expectation that under-developed countries would use 
it for development purposes, and that industrialized countries would use it to meet 
difficulties in their balance of payments, so that they would be able to maintain or 
expand their production level and their imports. 


The second method, which seems preferable, would be to link—either morally or 
legally—the payments with the action of an international institution, in charge of 
international financing of development and international promotion of trade. Such 
an institution might, for instance, be the contemplated Special United Nations Fund 
for Economic Development.® In this case, the proposed fund or the International Bank 
could retain one-fourth (or one-third) of all the compensatory payments made, and 
the “insurance system” thus would serve to provide additional funds (in addition to 
funds coming from other sources) for international action that is not only greatly 
needed in itself but would also contribute to improving the unbalanced system of 
international trade, in this way reducing the risks of the insurance scheme itself. 

Having reached this point, it is important to define clearly what it is intended 
to insure in this scheme. Is it the total proceeds from foreign trade or is it the relative 
prices ? 


It is well known that proceeds from foreign trade change with variation in the 
volume of trade as well as with variation in prices. Both can change in the same or 
opposite direction. 


Both the volume and the relative price could be insured, and in the future perhaps 
ought to be insured. But at the present time, I think it is better to be cautious and 
not to attempt too much. 


Insurance of volume can be taken care of separately when it is due to natural 
causes.?7 Mr. St. Clare Grondona made a specific proposal in his book quoted above. 
This insurance can be dealt with through other channels, and perhaps the day is not 
far off when insurance companies can attack the problem. 


At this stage, however, it is preferable to confine the insurance scheme to relative 
prices. The “affected” country will be the one that receives a smaller quantity of goods 
than previously for a unit of its exports. The “favoured” country pays a smaller 
quantity of goods for a unit of its imports. In case governments do not wish—or are 
constitutionally unable—to enter into an agreement of this type, there is a last possi- 
bility. This is to establish ‘compulsory insurance” for approximately sixty commodities 
and for the principal manufactured products (approximately 400 to 500) that enter 
the international market. The “foreign trade insurance” could be taken out at the 
same time as the “maritime insurance”. First calculations make it possible to say that 
the premium for this extra insurance will normally be about one per cent of the value, 
rising only exceptionally to about 3 per cent. All the work, including compensatory 
payments, could be handled through existing private insurance companies, to which 
a proportion of the premium should be paid for their administrative work. It would, 
of course, be necessary to have an International Insurance Institute to act as the 
central re-insurance institute. The profits of this institute, which could start with 
practically no capital, will first be used for accumulation of technical reserves; later 
some of the profits could be used to increase the income of the Special United Nations 
Fund for Economic Development, or any other agency of this type. 


In the case of a primary commodity or manufacured product, the price of which is 
falling as a consequence of economic or technological reasons, the difficulty can be 
handled: (a) by concluding an international agreement for this commodity; (b) by 
raising the insurance premium for the particular commodity; or (c) by dropping it, 


6 Explained in Report on a Special United Nations Fund for Economic Development, 
United Nations publication 1953.11.B.1. 


T Volume can also be reduced as a consequence of policies followed by particular 
countries (higher tariffs, quotas, exchange restrictions, and so on). This problem must 
be solved by other means. It is not possible to insure against the consequences of 
deliberate action. 
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after five years of support, from the insurance system. Special problems should be 
tackled through special mechanisms, and special solutions should be found. 


Finally, we want to consider two questions: (a) the compatibility of the “mutual 
insurance scheme” with other proposals; (b) the incentives which this insurance scheme 
will provide. 

It is quite clear, as was pointed out at the beginning of this appendix, that the 
insurance scheme does not deal “with the root cause of an undesirable phenomenon” 
(instability of prices and/or of terms of trade). Hence, any measure or system 
that tackles the root causes is perfectly compatible with and welcome to the insurance 
scheme because it will lower the risks. Thus, commodity agreements, setting up of 
buffer stocks, and commodity reserve systems whose aim is to stabilize prices, will 
all help, and in the last resort perhaps make the insurance unnecessary. But if no 
other measures can be applied, or if these fail, the insurance system will act as a 
safety valve that could correct, in part at least, the consequences of inaction or failure. 


What incentives will the insurance scheme create? The risk to be contemplated is 
that it may prove an incentive for dumping, or for the devaluation of currencies. 
But since no action is to be taken for the first 10 per cent of a fall in terms of trade, 
and since below this point the seller or devaluing country will have to support 50 per 
cent of the loss, it appears quite clear that there is no such incentive. 


Rather, it can be said that the insurance scheme gives a real incentive to refrain 
from artificial restriction of sales or production and an incentive to expand both. 
In the same sense, it would provide an incentive, by reducing part of the losses, to 
arrive at a more normal level of exchange rates, and to refrain from over-valuation.® 
Continuing into the operational details, the following principal problems must be 
considered. 


Calculation of terms of trade 


Our fundamental problem—one by no means easy to solve—will be the calculation 
of terms of trade. The general statistical problems of measuring terms of trade have 
been well described in appendix A of Relative Prices of Exports and Imports of Under- 
developed Countries.® “There can be no single true index number of export or import 
prices. The impossibility of finding and presenting a single true index and therefore 
a single true figure for changing terms of trade is not due to any deficiency in the 
statistical data used or the statistical technique employed. It is a logical impossibility.” 


But while this is true, on the other hand it is also true when practical calcula- 
tions of terms of trade are made, it is possible to arrive at upper limits or lower limits 
according to the method of calculation chosen. The important thing is that almost 
invariably these limits are not very far apart (normally less than 5 per cent). 
When the bulk of the trade is considered, differences of results are generally small. 
Of course, for marginal or special products traded the difference may be important, 
but these items have very minor influence, and perhaps could be excluded. 


My firm opinion is that, while it is logically impossible to arrive at an exact result 
in computing the terms of trade, the approximate results and major variations have 
definite meaning and usefulness. A change of, say, up to 5 per cent is extremely difficult 
to interpret, and may be due to many different reasons. But when a change of 10 per 
cent occurs, problems and causes generally appear quite clear, and when the difference 
rises to 20 per cent the picture is unmistakable. 


8 If it is thought that these dangers are real, it should be recalled that no country 
which is a member of the International Monetary Fund can devalue its currency without 
due authorization except within narrow limits. In case of devaluation by countries not 
members of the Fund, whenever this action is considered unfair, the countries which 
ought to pay compensation can appeal for a final resolution to the international board 
proposed later in this appendix. As for the danger of dumping, rules to apply to such 
cases can be established and agreed upon before the system is started. An offending 
country would lose its claim to compensatory payments. 


® United Nations publication: 1949.I1.13.3. 
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With these considerations in mind, it seems preferable that the final calculations 
should be undertaken not only by the participating countries but also by a central 
statistical office (logically located in the United Nations). Of course, this statistical 
office ought to have more authority than is the case at present. For instance, it must 
have the authority to check and discuss figures and information given by the partici- 
pating governments as inspectors of insurance companies do im some cases. 


A system must be devised for clearing up statistical differences. The following 
is proposed. (a) When the differences between data provided by a country and 
calculation of the statistical office do not amount to more than 2 per cent, the figures 
of the country might be adopted. (b) When the difference is between 2 and 5 per cent, 
the average will be taken. (c) When the difference is greater than 5 per cent, 
a re-check must be made, and an agreement worked out. If it is impossible to arrive at 
a common figure, then the case must be settled by an international board, composed 
of one member representing industrialized countries, another representing under- 
developed countries (neither involved in the particular case nor in similar ones) and 
a third chosen by the Secretary-General of the United Nations. The decision of this 
board would be final. 


Methods of calculation 


The methods to be used should be established in the general agreement. I should 
advise not to attempt to achieve a degree of precision which is not attainable. 


Perhaps it will be enough to consider the prices of about 60 to 70 primary com- 
modities and raw materials and perhaps 500 manufactured products. These generally 
represent about 90 per cent of total trade. Marginal products, luxury and special prod- 
ucts can be left out and also products for which no public disclosure is wanted (such 
as military products). In this way, calculations will be facilitated and the results will 
be more representative. 


Special problems 


Apart from minor problems which can be considered in the course of operating 
the scheme, two are of such importance as to merit consideration at the outset. 
The first relates to the trade of countries which have dependencies. Should they 
be treated separately or as one single block? This decision should be left to the 
discretion of the interested countries which should be able to choose the way they 
prefer. But after a country’s decision is made, the country will be bound by it. 

The second problem relates to the case of inter-company dealings, especially if 
arbitrary prices are established. In principle, if no participating government raises 
any objection, the prices at which such dealing takes place should be accepted. But 
if any government considers itself adversely affected and is unwilling to pay com- 
pensatory payments, it should be able to put forward its case. First, an effort should 
be made to get agreement between the countries, but if agreement proves impossible 
the case should be decided by the international board. 


Payments 


It is essential to state clearly that this scheme is intended to work in both directions, 
that is, providing compensatory payments to any under-developed country within the 
scheme, when the terms of trade move against it, and also transferring payments to 
an industrialized country when the prices of its imports rise steeply, relative to the 
prices of its exports. 


It should be realized also that for one small country (or a few small countries) 
the terms of trade may deteriorate (or improve) by more than 10 per cent of the 
“reasonable” level, while all other countries experience an improvement (or deteriora- 
tion) of their terms of trade in a much smaller proportion. Even in this case com- 
pensatory payments should take place; the affected countries should receive cor- 
responding amounts, to be paid by the other “favoured” countries in proportion to 
their imports from the first countries. Or vice versa, favoured countries might be 
asked to make proportionate payments to affected countries even if the deterioration 
of the terms of trade is less than 10 per cent. 
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A minor problem to be solved is the establishment of the period for the compensatory 
payments. Periods of three months or six months or one year can be considered. I 
think that, at this stage, it is premature to enter into such details. Agreement on this 
point will not be difficult after more fundamental points are settled. For the same 
reason, many other details that have been carefully considered are omitted here. 


Problem of currencies 


In a system of freely convertible currencies no special problem will be present. 
But supposing that no such system is achieved in the next several years, this problem 
must be considered. The only possible solution, in my view, is for payments to be made 
in the currency of the country which has to make the payment (whether or not 
the currency is convertible).1° The funds can be used by governments or private 
firms to buy any product of their choice, with the sole proviso that assurance be 
given that the commodity bought will be for the direct import needs of the country 
with unfavourable terms of trade and that the imports are not going to be resold 
to a third country (except when such resale is freely agreed to). 


The fund can also be used in the country for purposes of financial, technical or 
military aid (as is also provided for in the case in the United States Mutual Security 
Act of 1953), or can be kept on deposit in the country and used to pay for compensa- 
tion in a subsequent year when terms of trade move the other way. 


10 The “affected” countries will in consequence receive different currencies, in pro- 
portion to their exports to different destinations. 
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In resolution 623 (VII), on the "financing of economic development through 
establishment of fair and equitable international prices for primary commoditie 
through the execution of national programmes of integrated economi 
elopment", adopted on 21 December 1952, the General Assembly in paragrapr 
yested the Secretary-General ‘to prepare, for submission to the momic and 
ial Council and to the General Assembly, a study on the impact of important 
hetic products on the demand for natural primary products entering 

ternational trade”. 

[The present study, prepared the interval between the end the sevent 
sion of the General Assembly and the beginning of the sixteenth session of the 
omic and Social Council, is not intended to be an exhaustive analysis of th 

iplex problem; it is rather in the nature of a general examination of the ( 

ects On natural products of the expansion in the production of nthetics,. 

ever, it is hoped that this report, whi primaril f a case study 
ynthetic products, syntheti ibber and rayon, and their effect on production, 

ymption and prices of natural rubber and cotton, respectively, may serve as a 

for further discussion of the problem by the Economic and ial uncil, 
ibly leadin; recommendations for international action, uld it be 

lered that such action is needed in this field. It may be noted that the 
stion uf the impact of syntheti on the consumption atural products has 

iealt with from time to time in various studies by the United Nations 
retariat in the broad field of economic develor inder-developed countrie 

will be further examined in future reports, 

[he number of new products which technical advances make available is 
reasing in many varied fields, and the recent products now meet many different 

juirements., Although earlier synthetics may originally have been intended only 
place, and not necessarily improve upon, natural products, technical progres: 
me cases has achieved more than the original aim. A wide range of modern 
titute products is now being developed in related and overlapping fields; these 
lude synthetic fertilizers,fibres, r hemical products, 

[The impact of such products on the demand f internationally traded natural 
mmodities varies in importance. © ascertain the force and the scope of thi 
pact is often difficult, since the demand for “t y have been 
fected at the same time by other factors, 
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nomi i of 1eti 
. As a result of technological progress, certain traditional raw materials used 
in the production of manufactured goods have been replaced by products obtained 
nthetically by chemical processes, which amounts, in the final analysis, to a 
imstitution for some raw materials of other raw materials which are either more 
mical or more readily available. A large-scale substitution of synthetics 
for natural prod is of course of great economic importance, Not only does it 


technique 
inder gone 
yntheti 


that new 


° 1 
iimat 


+} fact 


ut the world, but it also brings about stru 








tablished production and consumption patterns in many countries 





ural changes in the world 


h are not as yet fully realizable and assessable, 





reorientation of the demand for raw materials towards new products is a 
rocess. The synthetic products themselves are subject to continuing 





hrough improvement or replacement resulting from still newer industrial 


8. For example, rayon, the chief competitor of cotton, has itself 
extensive technological changes and now faces the competition of newer 
s. As technological advancement proceeds, it may be anticipated 
products will continue to emerge, challenging the established position 
he traditional products and the synthetics which have already appeared, 
it f natural products is often concentrated in a few countries because 
i r other conditions; for instance, Malaya and Indonesia produced more 
er cent of the total output of natural rubber in 1951. This is one of 
which has been conducive to the establishment of industries producing 


in the consuming suntries. In this way they attempt to reduce thei 


e on a few producing countries && sources of supply, and at the same time 


their bargaining position in the pricing of natural commodities. 








haracteristi f the production of ti 
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limati 
a 
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in the case of other industrial products, the supply of synthetics may be 


ily adapted t hanges in international demand than that of the 
ling natural products. utput is generally independent of weather and 


nditions as well as other production hazards which are present in the 


vegetable origin, such as cotton and rubber. The 
n of synthetics, however, is sometimes based on natural raw materials, for 


the case of rayon. Indeed, as mentioned above, the 





for natural products is in fact a replacement of 





pattern of the second, 
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articular raw materials available at certain prices and produced in certain 





y certain other raw material: h are more abundant and more widely 


istributed geographically; a substantial increase in demand, caused by the 


velopment of synthetic production, may even result in pressure upon supplie 





i prices of raw materials used in synthetic 


The technological processes involved in large-scale production of syntheti 


nerally imply capital-intensive industries, in view of the requir 
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@ 
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) 
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restment in costly equipment. Furthermore, the fact that syntheti 


sentially on scientific research makes the processes particularly vulnerable 


~ 


@ 


technological change, with a resultant great risk of obsolescence. Altogether 





igh depreciation and obsolescence allowances tend to make fixed costs high as 
mpared with the relative cheapness of the raw materials. While the resulting 
st situation is favourable at high rates of output because of the economies of 
ale, it tends to be disadvantageous to the competitive position of the syntheti 

juct at the earlier stage of development of the industry. In the circumstance 
e development of a synthetic under normal market conditions may involve a long 
riod of growth to economic maturity. 


). A different situation arises when the production of synthetics is undertaken 


ct 


ither directly by a government or by private enterprise with active government 
ipport, for considerations which are to a large extent other than purely 
nomic. Such con8iderations may include, for instance, the need to overcome 
ifficulties of supply under war-time conditions, or a policy aimed, for one 
-asOn Or another, at the widening of the raw material basis of the economy. In 


h @ case the stage of carrying the synthetic industr 


ct 





maturity may be 





rtened substantially, since considerations of cost and of price competitivene 
re generally of secondary importance, 
1. It is clear that the competitive position of a given synthetic in relatior 


the nat 





roduct will differ, depending on whether its development has 





to the one pattern or the other. In general, the development 
the synthetic fibre industry proceeded along the lines of the first situation 


escribed, whereas the development of the synthetic rubber industry followed the 
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however, nsiderably strengthened its competit 
tton. In the nineteen twenties, rayon staple 


ost, and rayon with high tensile strength was 





on were evidenced in the marked upward trend 
t sharply during the past thirty years.— As 
n of rayon rose from 48 million pounds in 19% 


1, Or more than eighty times, The increasing 





natural fibres has made substantial progress, 
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rther seen in the relative share of the two competit 


roduction, as shown in the same table. Starting 





t of cotton and rayon in 1921, the share 





to all synthetic fibres produced 





and consumption figures for the world 
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showed a continuci increase. The increase was rapid from 1930 to 1939, but 


slowed down in the next decade. In 1951 the share of 





20 per cent of 
total world production of both fibres. 


15. Rayon production is concentrated mainly in the United States and western 


D 





ope. In 1951 the United States accounted for 33 per cent and western Eur 
for 43 per cent of the world total. In terms of per capita consumption, the 
United states and Canada had the highest figure, 3.7 kilogrammes, compared wit 
9 kilogrammes in urope .—/ In other countries with relatively high income, 


ich as Australia and New Zealand, per capita consumption wa 4 and 2, 


kilogrammes, respectively, in 1951. In the same year, Latin American countrie 





aggregated 6 per cent, Asia 9 per cent and Africa 4 per cent of 





and had a per capita consumption of 0.60 kilogramme, 0.16 kilogramme 
and O,. kilogramme, respectively. 


" 7 


Table 1. lorld Production of 





Millions of pounds 





Year b/ Quantity 
ayon tton Total 
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xtile Organon (New York), January and June 1952. 
a/ [he term "rayon" is here applied to all synthetic fibres produced 


hemically from cellulose. 


b, Rayon figures are on a calendar-year basis; cotton is shown on the 
basis of the crop year beginning in the year stated. 
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16, World cotton production— incre: ed at a much slower rate in the same period. 

It amounted to 7,250 million pounds in 1921, rising to 14,700 million pounds in 

1936/37 and to an all-time record of 17,600 million pounds in 1937/38. From 1936 

to 1946, the production rate showed a decline which was accentuated during the war. 

This was followed by a steady recovery in the post-war period, from 1945/46 to 

1951/52, with a relatively small setback in 1950/51. The increase in world cott 

production in the post-war years was chiefly contributed by the United States and 

Mexico, which together provided 54 per cent of world cotton in 1949/50 and 46 per 

cent in 1951/52, as compared with 40 per cent in 1938/39. 

“ 

17. World consumption2/ reached 7,163,000 metric tons in 1950/51, exceeding the 

1938/39 figure of 6,629,000 by only 8 per cent. The increase in the world totel 

was mainly due to the rise in consumption in high income areas. In the United 

States and Canada, consumption of cotton rose from 1.5 million metric tons in 

t 

1938/39 to 2.4 million in 1950/51, an increase of 53 per cent. Burope®! an the 

same period increased its consumption from 1.8 million metric tons to 1.9 million 

tons, or by 5.5 per cent. There was some increase in total consumption in Latin 

America, Asia, however, recorded a substantial drop, from 2.2 million metric tons 

in 1938/39 to 1.5 million in 1950/51, or 14 per cent, owing largely to the decline 

in consumption in Japan, China, and India, Particularly in Japan, consumption of 
cotton in 1951 was substantially below the pre-war level in spite of a steep rise 

after 1948, 

4 / Cotton production is subject to many extremely variable elements in addition 
to demand and other factors which are also common to synthetic fibre 
production, The land best suited for cotton cultivation is situated between 
the limits of 40° north and 30 south, exclusive of equatorial areas. In 
sub-tropical countries, particularly, rainfall is adequate during the growing 
season, and the ripening and picking season is warm and dry. Acreage devoted 
to cotton cultivation is sometimes restricted in favour of food crops; this 
is general practice in time of war, but restrictions are also sometimes 
imposed in peace-time when food chortages develop, as in India, or in order 
to regulate the cotton supply, as in the United States. The availability of 
labour, particularly during the picking season, and of fertilizers, as well 
as weather hazards are other factors affectingcotton output from year to year. 


In addition, expansion of cotton production to some areas depends on the 
extension of irrigation, for example in Mexico. 


Including raw cotton consumed in spinning mills and other factories, plus 
estimates of non-commercial or household consumption. 


6 Exclusive of the Union of Soviet Socialist Republics. 
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18, The United States and Canada in 1950/51 together accounted for more than 
per cent of total world cotton consumption exclusive of that of the Union of 
oviet Socialist Republics. Europe (exclusive of USSR) accounted for 26 per cent, 
atin America for 6 per cent and Asia for 26 per cent of total world consumption. 
19, While world cotton consumption as a whole increased from 1938 to 1951, pex 
apita consumption showed only a very slight gain, from 2.9 kilogrammes in 19365 
to 3.0 kilogrammes in 1951, or a rise of some 3 per cent ,/ largely because of a 
harp decline (21 per cent in the same period) in consumption in Asia. Consumption 
sotton in Japan suffered the sharpest setback, from 6.3 kilogrammes per capita 
1938 to 2.5 kilogrammes in 1951. With the exception of Israel and Thailand, 
“here per capita consumption increased after the war, and Turkey, which maintained 


its pre-war rate, all other countries of Asia consumed less cotton in 1951 than 


“ 


in 1938. Consumption in other areas was either maintained aththe pre-war level 
increased. 

9. International trade in cotton has shown a steady tencency to decline since 
the nineteen thirties. In the five years from 1925 to 1929, the average annual 

Slume of international trade in cotton was 14.6 million bales. This declined to 

3,0 million bales during the period 1935 to 1939, and to 12.1 million bales in 
1951/52. In relation to production, international trade in cotton in the post- 
war years accounted for 38 per cent of world production, as compared with 44 per 
cent in pre-war years. 

1. World cotton stocks held in producing and importing countries decreased to 
an average of 14.4 million bales in the post-war years, as compared with 25.2 


0 O 
million bales on 1 August 1938.9/ 





1/ The figures for 1950 show a decline in world per capita consumption of som 
7 per cent compared to 1938. 


3 / The United States held almost half the world stocks of cotton before the war 
but no more than 20 per cent in 1952. Stocks in Mexico were generally larger 
than pre-war, but Mexican cotton output increased considerably, and stocks 
were therefore much smaller in relation to production. Other cotton producing 
countries, such as the Anglo-Egyptian Sudan, Brazil, China, India and Pakistan, 
Peru and Uganda, generally held smaller stocks, with the notable exceptiors of 
Argentina and Egypt, whose stocks were larger than before the war. 
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It may be seen from these figures that for the world as a whole there was 





crease in the per pita consumption of both fibres, rayon and cotton. 
fact that the world average showed only a very slight increase was due to 
iecline in consumption of cotton in the Asian countries, to which reference 
nade above. In addition, as the breakdown of the world figure by major 
shows, while consumption of both fibres rose in all other regions, the per 
ta increase in Latin America was rather moderate. The rise in per capita 
umption was particularly notable in the United States, Canada and western 
pe. The relative share of rayon in per capita consumption of the two 
les increased for the world as a whole, from 12.2 per cent to 18.9 per cent. 
Aside from Asia, where a special situation resulted from the decline in 
xtile output, referred to above, the impact of rayon in all the regions has been 
iderable. The increase in consumption of both textiles may be associated 
th the general rise in real incomes between 1938 and 1951, which resulted in e 
ter demand for textiles. The impact of rayon is reflected not only in the 
lute rise in per capita consumption but also in the increase in its share 
the total consumption of the two fibres. 
The factors in this impact are of a complex nature. They include the 
tive price movements of the two products, the extent and rate of change in 
nsumer tastes, and the technical improvement of the synthetic, which not only 
e possible its substitution for cotton in important industrial uses, but also 
ened up new fields of utilization. One important factor in determining the 
ative competitive price position of the two products was governmental policy 
th respect to cotton in some producing countries, which provided for price 
port and other measures designed to protect the income of agricultural producers 


2inst fluctuations in world prices. 





‘hanges in consumer tastes are importance in the case of products 
as textile staples; their impact on demand may, according to the case, 
ther reinforce or mitigate the price effect. Thus, a shift in consumer 
eference from cotton to rayon will reinforce the favourable competitive position 
rayon achieved through the improvement of the relative price position with 
to cotton, and vice versa. Consumer preferences are, on the other hand, 
ect to a number of factors, such as changes in fashion, climatic conditions 
jividual countries or the relative strength of advertising and educationai 


paigns by producers of competing fibres. 
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27. In view of the complexity of the problem, if an evaluation of the impact of 
rayon is to take into account the effect of the various factors involved, it 
would have to be undertaken on a country-by-country basis. It is beyond the 
scope of this paper to engage in this type of study; it is possible, however, to 
derive a few general indications from considering some of the points mentioned 
above in the particular case of the United States. 

26, The competition of rayon and cotton in the North American market was 
influenced by the developments affecting the price relationship between the two.= 
From 1935 to 1939 rayon staple was priced at 20 cents per pound in the United 
States as compared with 11 cents per pound for cotton. After 1945, however, 

the price relation between rayon and cotton became generally favourable to the 
former, owing to a very sharp increase in the price of cotton. The improvement 
in the price relationship took place in spite of a rise in prices of rayon along 
with those of other industrial products; in this rise the increased cost of the 
raw materials, particularly the price of pulp, was an important contributing 
factor. In 1947/48 viscose staple fibre was 34.5 cents per pound as against 
36.0 cents per pound for cotten. In the next two years rayon prices increased 
somewhat above cotton prices, but they have declined again since 1950/51. 

29. As was mentioned above, the improvement in the relative price position of 
rayon was chiefly due to the fact that cotton prices in the United States increased 
steeply in the post-war years, even when compared with other raw materials, as 
can be seen from table 3, While the pressure of demand was a contributory 
factor in the increase, the basic trend of cotton prices was determined by United 
States Government price support policies, which guaranteed the cotton growers 


minimum prices under the price parity principle. 


~/ 


9/ In the following computations of price ratios, the most currently used 
United States grade, middling 15/16", was taken as the standard type for 
comparison with rayon, 








STOCKPILING STRATEGIC AND CRITICAL MATERIALS 243 


Table 3. Price indices of selected commodities in the 
United States, 1948/k49, 1950/51 and 1951/52 
(1938/39 = 100) 





Commodity 1948/k9 1950/51 1951/52 
All commodities 215.1 237.5 243.2 
Raw materials 247.9 275.8 273.4 
Cotton 369.4 489.2 453.0 
Rayon 144.9 156.< 160.0 
Ration, rayon to cotton prices 39.2 31.9 35.3 





Source: United States Department of Labow;, Bureau of! lebor Statistics. 


30. As to changes in the structure of the relative demand for the two staples, 
data available for the United States make it possible to ascertain how the 
increase in amount of rayon used between 1937 and 1949 was distributed among the 
various branches of the textile industry (table 4). Total United States 
consumption of artificial fibres rose by 218 per cent from 1937 to 1949, an 
increase of 337,000 metric tons, Of the total increase, 13 per cent was 
accounted for by exports, 42 per cent represented increased consumption of rayon 
in industrial and miscellaneous uses, and 45 per cent, tho increase in the use 

f rayon for consumer goods (clothing and household goods). In the latter 
category, the increase in consumption was concentrated in women's and children's 
slothing, resulting in a substantial shift in the relative structure of dcmand for 
sonsumer textiles 
31. It was in industrial uses that the substitution of rayon for cotton was most 
signi*icant during the period under review. While use of rayon increased more 
than ninefold from 1937 to 1949, cotton consumption for industrial use3 decreased 
by 15 per cent, although consumption for other uses was well maintained. Beside 


technological advances in the development of required technical characteristics 


for specific industrial uses, the favourable shift in the price ratio of rayon 
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10 
compared with cotton may be considered as the leading factor in the shift.— 


Impact of rayon 


j 


Table 4. Consumption of Natural and Synthetic Fibres’ 
in the United States, 1937 and 1949 


Millions of pounds) 





“ 1937 1949 
Item Total Total Total Total 
a eT natural synthetic natural synthetic 
fibres fibres fibres fibres 
Men's and boys' clothing 1,068.4 46.7 1,104.1 130.3 


jomen's and children's 
ORNS ve aac v's pda e ees 703.1 227.8 747.8 430.0 


Household articles....... 86 .1 28.7 1,191.4 76.2 


Total consumption for 


non-industrial use.... a Toll 303.% 3,043.3 636.5 
Industrial WO cicssices s 3586.5 33.7 1,245.4 346.8 
Siodeté-. viidiiees eds yy 3.9 366.8 100.2 

Totai consumption 4,374.3 340.8 4,655.5 1,083.5 








urce: Rayon Organon, Supplement, (New York) May 1951, page 55. 


a Mostly rayon. 


competition on international trade in cotton 








As already stated, a considerable decrease occurred in total international 


trade in cotton in the early post-war period as compared with pre-war. World 


exports of 


£ 


cotton in post-war years accounted for only 38 per cent of total 


world production, on an average, as against a pre-war average of 42 per cent 


table 


1 


me of the examples of such substitution is the use of rayon in tyre 
manufacturing. High strength rayon has a higher resistance to wear than 
cotton, which makes it more appropriate for use in automobile tyre cords 
and fabrics. Of the 157,000 metric tons of rayon for industrial uses in 
1949, 126,000 metric tons, or more than SO per cent, was used for tyre cords. 
First used for tyres in trucks and military vehicles since the end of the 
war, these rayon cords have also replaced cotton cords for passenger cars. 
While before the war tyre cords made of rayon were only a small fraction 

f all automobile tyre cords produced in the United States, they accounted 
for 63 per cent in 1949, 57 per cent in 1950 and 52 per cent in 1951. 
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33. This decline was a result of several changes. In the first place, there 
was a decline in United States exports, which can be considered a direct result 
of the dollar shortage. The decline would probably have been much greater, 
especially during the period 1948 to 1950, had not a substantial part of United 
States cotton shipments to western Europe in that period been financed through 
the Economic Cooperation Administration (ECA). Its assistance amounted to 
$1,500 million, which, on the basis of 35 cents per pound, the average price of 
United States middling 15/16", may be estimated at some 1.8 million bales of 
cotton per year, 2o per cent of western Europe's total cotton imports. From 
4.8 million bales of cotton in 1947/48, western Europe's imports of cotton 
increased to 6.6 million bales in the following crop year. Western European 


imports of cotton were maintained at about that level throughout most of the 





following years, as against 8 million bales before the war. 

34. The sharpest decline in exports occurred in Latin America, where domestic 
ill consumption of cotton increased considerably; in 1950/51 it was 69 per 

cent above pre-war. Exports of raw cotton from Latin American countries, as 


a percentage of their domes 





production, fell from 73 per cent in 1938/39 


fc 


table to 39 per cent in 1951/52. 


35. Another factor in the decline in total volume of trade was the decline 


imports into Japan as a result of a sharp reduction in cotton consumption in 


11/ : 
that country.— Finally, there was an increase in 





stic consumption in 
some of the under-developed countries producing cotton, as a result of the 
zrowth of a domestic cotton industry. 

36. In view of the importance of these shifts, which affected the volume of 
cotton in international trade, it is difficult to ascertain to what extent 

the decline was also a result of the impact of competition on the part of rayon. 
While some of the cotton importing countries did increase their production of 
rayon, the increase did not, however, reach such a level as to be considered 

an important factor in the decline of international trade in cotton. 


ll/ In the cas 








of Japan, the decrease in its cotton imports coincided with a 
sharp decline in the output and consumption of rayon. 
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Trends in production of natural rubber 

39. World rubber production, stimulated by ever increasing demand, assumed a 
sharp upward trend in the twentieth century. Before the Second World War this 
expansion represented almost exclusively the increase in output of natural 

rubber; since then, output of both natural and synthetic rubber hae expanded, 

In 1910-14 world production of natural rubber averaged about 110,000 long tons; 

the record high, reached in 1950-52, was an annual average of 1,540,000 tons. 

+O, During the Second World War, south-eastern Asia, the principal rubber 
producing area, was directly involved in the war; for the only time in the 
history of world rubber production output declined considerably. After the war, 
rubber production resumed its impressive rate of increase; output in the first 
four post-war years averaged about one-third above that of 1935-39, while pxmduxrxkz: 
production in 1950-52 was 90 per cent above the pre-war average. Despite the | 
sharp rise in output of synthetic rubber, natural rubber reached an all-time high 
under the stimulus of the demand resulting from the Korean hostilities. 

Expansion in output was made possible in part because newly planted trees had 
reached production maturity and in part because producers encouraged over-tapping, 


a common practice in an expanding market .23/ 


13/ There are two major sources for natural rubber: wild rubber trees in the 
tropical forests of Latin America, Africa and Asia, from which only a small 
fraction of total world output is cerived; and cultivatea plantation ruoter 
trees, From an economic point of view, it is useful to distinguish two | 
types of plantation rubber: estate rubber and smallholders' rubber. As 
the names indicate, estate rubber is produced on large plantations 
requiring the investment of considerable capital and depending mostly on 
hired labour, Estate rubber is generally superior in quality to 
smallholders' rubber and is slightly higher in price. Smallholders' 
rubber is produced on small plantations, free from heavy fixed costs and 
dependency on hired labour. These small plantations range from gardens 
requiring full-time care by the farmer's family to a few trees. Because 
of lower costs, smallholders' rubber can be produced more cheaply and is 
generally priced slightly below estate rubber. The price disparity between 
estate and smallholders' rubber is not important enough to induce 
smallholders to improve the quality of their product, which is generally 
of greater impurity than estate rubber, 
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+1, Output from almost all countries producing natural rubber expanded 
considerably in the post-war period. In 1952, Indonesia, the leading rubber 
producer, with 42 per cent of the world total, produced 133 per cent more rubber 
than in 1936. Malayan production, which was the second largest, accounting 

for one-third of the world total, increased by 63 per cent when compared with 
pre-war, In Ceylon and Thailand, which each supplied 6 per cent of the world's 
natural rubber, output increased by 200 per cent and 160 per cent, respectively. 
Increases in output in other Asian countries were equally substantial, with the 
exception of Indo-China, which has not yet regained its pre-war production 


average, 


Development of synthetic rubber 
14/ 


#2. Production of synthetic rubber’ has expanded most in the United States. 


uring the Second World War the United States Government built synthetic plants 


at a high cost in order to supplement its inadequate supplies of natural rubber. 


14/ Synthetic rubber was successfully developed in the nineteen thirtdes, 
Relatively small quantities were produced at that time in Germany, the Union 
of Soviet Socialist Republics and the United States. In Germany, the 
synthetic rubber industry expanded considerably during the Second World War; 
output in 1943 reached 116,000 tons as compared to 5,000 tons before the war. 
In post-war years, however, German industry has produced only an insignificant 
quantity of synthetic rubber. 


From the point of view of chemical structure, synthetic rubber is represented 
by several compounds which have qualities similar to rubber. The chemical 
composition and physical properties of the various compounds are different 
from each other and from natural rubber. The most important varieties are 
commonly classified into general-purpose and special-purpose rubbers. The 
synthetic rubber for general purposes is known in the United States as GR-S, 
that is, government rubber-styrene, It is produced from butadiene and 
styrene. The raw materials for butadiene ard butylene and butane, 

Alcohol and acetylene can also be used as raw materials. 


Synthetic rubbers for special purposes are butyl, which is produced from 
isobutylene and isoprene, both oil derivatives; neoprene, which is derived 
chemically from acetylene; and N-type rubbers, which are copolymers of 
butadiene and acrylonitrile. 
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he total production capacity was actually less than a million tons, including 
general-purpose and special-purpose rubbers, After the war, some of these plant 
ere declared surplus and sold to private industry; the remaining plants are 
till owned by the Government, During the early post-war years the syntheti 
plants were operated at only partial capacity; consequently, United States 
tput decreased significantly, to about 394,000 tons in 1949 as compared to 
,0OO tons in 1945, Since the beginning of the Korean conflict, however, 
roduction has increased again, to 845,000 tons in 1951 and 800,000 in 1952, 
43. After 1945, in spite of the reopening of normal sources of supply of 
natural rubber, consumption of synthetic rubber continued in the United States, 
at a reduced level, dropping by about 40 per cent between 1945 and 1949 as a 
result of the policy of the United States Government, which reduced the output 
f synthetic rubber in government-owned plants, Following the outbreak of 
hostilities in Korea, production and consumption of the synthetic varieties 
increased, and in 1952 exceeded the war-time peak, with a level of consumption 
of around 800,000 tons per year, The proportion of synthetic to total rubber 


onsumption, which was 50 per cent in 1947, rose to 62 per cent in 1951 and 


née cont’ in 1080 ey 
pé ent in 1952. 
4+, Compared with the increasing consumption of synthetic rubber, consumption 


natural rubber in the United States rose only moderately from 1947 to 1950, 
harp contrast to the situation in the rest of the world; it decreased 


in absolute terms in 1951 and 1952 when compared with pre-war consumption. 


a Synthetic rubber production and consumption in the United States are subjJe 
to the Rubber Act of 1948 (extended to 31 March 1954). The act prescribe 
a minimum annual production and use of 221,667 long tons of synthetic rubber. 
In addition, the Defense Production Administration is empowered to establis 
a mandatory consumption requirement of any amount in excess of the minimum 
figure which is deemed necessary in the interest of national security. 
the beginning of 1953 the minimum annual consumption level established by 
the Administration was 510,000 long tons. Following the outbreak of the 
Korean war, a new policy was adopted in addition to the above-mentioned 
measures, aimed at increasing production and use of synthetic rubber to the 
maximum of available facilities and curtailing somewhat the purchase of 
natural rubber for strategic stockpiling. As the supply situation improved, 


restrictions were gradually removed, 
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From 1947 to 1950, United States consumption of natural rubber averaged 

621,000 long tons, 14 per cent above the figure for 1937, as compared to a 

56 per cent increase for the rest of the world. In 1951 and 1952, consumption 
of natural rubber in the United States decreased to an average of 454,000 long 
tons, 23 per cent below the 1939 level, while consumption in the rest of the 
world increased by 99 per cent. Asa result, the United States share in world 
consumption of natural rubber declined significantly (table 6), from about 

50 per cent before the war to an average of 42 per cent in 1948-49 and 30 per cent 
in 1951-52. 


The price aspect 
45, In examining the relative competitive position of synthetic rubber and 


natural rubber, it will be recalled that the synthetic rubber industry in the 
United States has been under direct government control since 1942, In addition 
to ite price policy, consumption of the synthetic product by the industries using 


rubber has been promoted by the Government through direct regulatory measures. 
46, The course of prices of synthetic rubber in the United States may be taken 


as indicative of the trend in costs in the government-owned plants. As may be 
seen from table 7, during the early stage of development the price of synthetic 
rubber was much higher than that of the natural product; in 1942, GR-S was 

5C cents per pound, neoprene 65 cents and butyl 33 cents, as compared with 

22.5 cents for natural rubber, 

47, In the succeeding years, however, the price of synthetic rubber declined 
substantially, GR-S decreased to 18,5 cents per pound in 1944, a price which was 
maintained until 1950. As table 7 shows, during the years 1947 and 1948, GR-S 
held a relative price advantage of 13 per cent and 19 per cent, respectively, over 
natural rubber, The spread between the prices of the natural and synthetic 
products, which favoured the latter, widened further after the Korean conflict 
began; in spite of a rise in price of the synthetic to 25 cents per pound, its 
relative price adyantage over the natural product rose to 136 per cent in 1951. 

It declined in 1952 to 64 per cent following the steep decline in prices of 
natural rubber in that year. On the whole, throughout the post-war period the 
synthetic product has generally had a clear price advantage, which favoured its 


substitution for the natural product. 
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Table 7. Price of Natural and Synthetic Rubber in the United States, 
1942 and 1947 to 1951 


(In United States cents per pound) 








Ratio of 
Year Natural rubber a/ GR-S prices of natural 
synthetic rubber to synthetic 
IGRE BF se. Wg a0 22.5 50.0 45 
1, 8 th ee 21.0 18.5 113 
IAS swe ee es 22.0 18.5 119 
1949 «se eee 17.6 18.5 95 
IG +e 41.1 19.0 216 
IGG, wes t 8% 59.1 25.0 236 
1G5e  -& od ee, « 38.6 23.5 164 





Source: International Rubber Study Group, Rubber Statistical Bulletin. 


New York average prices for all grades, except that, from 8 January 1951 to 
30 June 1952, prices represent averages of United States Government selling 
prices. 


First year during which GR-S synthetic rubber was available commercially. 


48, The next question considered is the extent to which the appearance of 
synthetic substitutes affected the market price of natural rubber, It will be 
recalled that the price of natural rubber had been subject to extremely violent 
fluctuations since the beginning of the century; it was as high as $1.03 per 
pound in 1910 and as low as 3.4 cents in 1932. Its short-term fluctuations 
were equally wide; the price dropped by 60 per cent from 1920 to 1922, and 
increased by 57 per cent from 1935 to 1937. 

In the post-war period, the price of natural rubber was relatively stable 


intil the outbreak of hostilities in Korea in 1950, From 1946 to 1949, there 
were only moderate changes. Between 1946 and 1948 the price of rubber fluctuated 
around 21 cents per pound, only & per cent above the level of 1937. This 
compares with a price increase of 88 per cent in the same period for raw mterials 
as @ group. In 1949, a year of general decline in economic activity, the price 


declined by some 20 per cent from the 1948 level. 


39888 O—54—pt. 5 17 
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50. After the outbreak of the Korean conflict, the sudden increase in demand 
for natural rubber for immediate consumption as well as for stockpiling, 
aggravated by speculative demand, caused violent swings in prices. Natural 
rubber rose to 41,1 cents per pound in 1950, an increase of 134 per cent from 
1949; it further increased to 59.1 cents per pound in 1951, but decreased by 

35 per cent to 35.6 cents per pound in the following year. 

51. In view of the shortness of the period during which the synthetic product 
has been in effective competition with the natural product, it would be 
hazardous to formulate any general conclusions, It does appear, however, that, 
at least in the period from 1946 to the outbreak of hostilities in Korea in 
mid-1950, the existence of large-scale productive capacity for synthetic rubber 
tended to reduce the amplitude of fluctuations in the prices of the natural 
product in world markets, 

52. As to the course of rubber prices during 1950 and 1951, a key element in 
the price situation was the fact that output of the synthetic substitute was 
practically limited to existing installed capacity in the United States, barring 
an expansion of productive facilities unlikely in the immediate future, This 
provided an upper limit to which the supply of the synthetic product in the 
United States at controlled prices. could be expected to expand and to relieve the 
pressure on supply and prices of natural rubber in the world market. Be yond 
that point, the normal rigidities of supply of the natural product would come 
into play. The expansion of world demand in 1950 and 1951, including 
stockpiling and speculative demand, thus resulted in strong pressure on the 
prices of natural rubber, Conversely, the relaxation of the pressure of 
demand in the following year brought about a sharp reaction in the price of the 


16/ 


5 
natural product in the world market .— 


~ 
o 
~~ 


By the end of 1952, there were apprehensions as to the future course of 
prices of natural rubber. A conference of representatives of the main 
producing and consuming countries was convened in London at the beginning 
of 1953 to examine the possibilities of adopting policies for stabilizing 
the rubber market. No final agreement was reached; a second conference 
was scheduled later in the year. 
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GENERAL CONCLUSIONS 
The history of the two types of synthetic product examined in this report 
would tend to show that there is no uniform pattern of impact of a new synthetic 

n an established natural product, The nature of the impact will vary from 
industry to industry. It took a relatively long time for the rayon industry to 
reach @ stage at which it became a significant factor in the world's total supply 
of textiles, On the other hand, the period of growth to economic maturity of 

e synthetic rubber industry in the United States has been remarkably short. 

This was brought about by a special situation created by war-time scarcity ofyx.. 
natural rubber, which resulted in the establishment of a large-scale synthetic 
industry in the United States through direct government action. Thus, within 

few years, the synthetic product was able to supply a major share of the 
rubber consumed in that country. 

4, In the case of fibres as well as rubber, the relative position with respect 
to both demand and supply was such that both the natural and the synthetic 
products shared in the increase which occurred in demand. Consumption of the 
synthetic product increased, however, at a higher rate, particularly in the case 
of synthetic rubber. The increase in the relative share of synthetics in total 
-onsumption may be considered indicative of their impact upon the position of the 
natural products, 

- Assuming the existence of economically mature synthetics industries, that is, 
industries which are in a position to supply a significant part of existing demand, 
the extent of the impact of the synthetic product upon the natural product depends 
ipon a number of factors, A major factor is the competitive price situation, or 
the relative movement of prices of the natural and synthetic products. In the 
pericd under review this factor has generally favoured the synthetic product. 

> competitive price situation can be considered as a controlling factor in the 
ase of products destined for industrial consumption. One of the reasons for 
the rapid increase in the use of synthetic substitutes for natural rubber was the 
fact that the synthetic is used as a raw material for further industrial 
processing; thus, once its technical characteristics have been developed 


according to industrial specifications, it becomes a perfectly acceptable 
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substitute, The same applies in the case of rayon in industrial uses, In the 
case of synthetics which represent direct consumer goods (for example, rayon 


textiles), the competitive situation is also affected by the factor of consumers’ 





6. As to the problem of relative prices, the héstory of the development of a 
industries of synthetic products has shown that, in their earlier stages, they 
were able to achieve a substantial reduction in unit production costs, which has 
been reflected in a decline in prices, Once the industries arrive at 
t olo it is unlikely that further significant declines in - 
prices corresponding to reduced costs can be expected. The problem, however, 
8 not so much one of the absolute level of prices as of the relative prices of 
he synthetic and natural products; thus the competitive price position of the 
two products is dependent as much on the trend of costs of production of the 
synthetics as on other factors, such as the existence of government support 2 
policies for the natural product, In the case of rayon, it was seen that 
improvement in the relative competitive position of rayon in the post-war period 
was primarily due to the high level of cotton prices, 
. The question of the extent to which the existence of a synthetic substitute 
has affected the price situation of the natural product is, in the circumstances, " 


ifficult to answer in general terms. Other things being equal, if the 
expansion in total demand is gradual, the possibility of expanding output of the 
ynthetic would tend to have a stabilizing influence upon the price of the natural 
product, However, the history of cotton and rubber in 1950 and 1951 has shown 
that a sudden rise in demand may still lead to substantial fluctuations in the 
prices of the natural products, This has been the case with natural rubber in 
particular, presumably owing to the fact that expansion of synthetic production 
has been practically limited to the capacity of existing facilities in the 

Jnited States, In the longer run, assuming a rising demand, the price situation 


will largely depend on the extent to which new productive capacity of the 


synthetic product will be forthcoming in the major consuming countries, 
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Table 1 Production of Cotten, ¥ Ares and Courtry, 1934/35 te 1996/99 
and 1947/48 to 1952/53 »/ 


Thousands of bales 
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area and Country 1934/55 - 1998/39 1998/99 1947/48 1948/49 1% 9/50 1950/51 1951/52 4952/53 
if rice 
anglo-Egyptian Sudan.... 49 2a0 as me 305 soc 285 325 
Belgian COM@D......see0s 45 um im us 235 Fe] 20 zm 
ign... . . 1,638 1,7 1,3 1,0 1,786 1,762 1,673 1,90 
Mosambique.. ° 22 ” i” ts) 130 30 195 
Migeria ee 0 40 Lo) 7 & uo us 
ganda os . 2 2% 4399 27 a ~~ 310 265 
ther countries. b/.. 43 ly2 Aw 25 2% me 300 je 
Totel 2,679 2,697 2,215 3,075 3,020 3,205 3,018 ys 
3,026 2,301 2,150 2,12 1,700 2,400 3,000 2,800 
4,780 5,152 2,625 2,000 2,390 2,735 3,160 2,9%% 
: ; 900 #10 1,020 1, 220 1,300 1,400 
Turkey... . a8 a9 as wo 45 Sa5 615 785 
ther countries ¢ aah 2 dha yo2 387 Sa 1 635 
Total 6,500 6,22 6,197 5, Sed 5,92 7 halal 6,668 a, 57 
mrope (excluding USSR loz ise 130 155 161 Bi a 126 
Avin Americe 
Argentina 262 ro ei2 ee $15 “OD aor 
Brasil ; . 1,804 1,989 1, 260 1, 530 1,350 650 1, 90 1, 6x 
Mexico x1 ™m» a3 saa 917 »ls5 1,370 135 
ore . 1% 78 x7 20 378 373 05 aa 
ther countries 4 1x 17 16 152 191 175 258 Be 
Total 2,077 3,037 2,58 2,922 1,351 1,03 s, 533 ™” 
12,621 11,617 11,658 Le, 669 16,005 », 877 5, 06s 4, 808 
R . ove 3,024 3,@00 <, 600 2,600 2,700 3,300 3,@00 3, @Ox 
worlé, exeluding 
nited States . 17,364 17, 9s 13,600 ly, 293 15,176 18,023 *®,313 7,973 
World Total 30, 186 29,531 25,258 28, Mad 31,179 27,90 35,377 34, 782 





Source -ommonwealth Boonomic Committee, yt 1 (London), 1999; International] Cotten 
a@visory Committee, Cotton istic: a ton, 0.C.), December 1952, 


s rop years beginning 1 August, 
Pre-war average figures include only French Equatorial Africa, Kenya, Nyasaland and Tanganyika; 
ther figures include Angola and French West Africa. 
re-war average figures include only Burm, Korea and Syria; other figures include the following 
additional countries; Afghanistan, Iran, Iraq, Japan and Thailand 


Pre-war average figures include only British Weet Indies, Haiti and Paraguay; other figures 
include these following additional countries; Colombia, Ecuador, El Salvador, Quatemala, 
Wicaragua, and Venesuela, 
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Table III, World Consumption of Cotton and Rayon by Mills, 
1904 to 1950 


(Thousand millions of pounds) 





b/ 7 Quantity - Per cent of total 

Year= otton Rayon Total Potton Rayon 
190b~-13 wc evo eevee sens a0 - 5 100 - 
1920-2 mse * 6 eo ere «4 10.9 0.2 11.1 } é 
1998-95 we tee wee venes 13.5 1.7 15. 9 1l 
I9GGOMG Bee weneevses es BWP 2.4 14,3 33 1 
EONGeee 6. aE Fe 6. oe es 13.6 ° 16.4 33 1 
IGNOs 6 of SR ee @ & eo ees 12.7 0 14.7 6 14 
ae ao oo i ee ee ee ee 13.2 2.4 15.6 OD 15 
INS, we ee seccevsece 129 2.8 15.7 82 18 
1949. « « ey ee ae ee 13.2 3.1 16.3 o1 19 
Spee 6 & 406 Rb oe eek «a 15.9 3.7 19.6 1 19 
Source: 


International Cotton Advisory Committee, Report on the Developing 
World Cotton Situation, Part A (Washington, D.C), page 55; The Cotton 
Board, International Cotton Textile Industry Conference (Manchester), 
page 62, 


a/ Figures for rayon represent estimates adjusted to crcp yeer basis by averecirg 


production totale for calendar years, 


Data for cotton are for years beginning 1 August of the year stated, 
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Table IV, nsumption of Cotton, by Area and Country, 1938/39 and 
1948/49 to 1951/52 
Thousands of metric tons) 

Area and >ountry 1938/39 l 48/4 ) l 49/50 1950/51 1951/52 
World total 6,629. 6,112.3 6,375.1 ?, 163.9 6,929.5 

REPU 6.6. 4) cies. oe 33.6 71.¢ 3.9 D of O. 
rit est Africa , i 3.3 3.3 2.2 2 oi 
yo sees ‘8 26.2 25, 51. 60.9 63.1 
mion of South Africa, coe 8/ 5.0 54 6.3 6.9 

Ge sts a oe 6 os QS 1,773.4 1,643.3 1,843.0 2,033.3 


CGR sc 6 Be 6 we 
India 2s cee st eee 





Indonesia .. see. coe 8/ 9 1.7 

Japan s«ecsesee 1.3 159.6 222. 46.7 392 .4 

Philippines ....e. 0.4 0.9 1. 2.2 2.0 
Australia .. 6 2 «8 e 6.5 15. 15.2 17 .¢ 16.3 


Yanada and the 
United States ..e-. 














manada . eceecvese 62.0 
United State 2s. neeeee 
Europe . see © 0 0 0 0 Ly (0309 o 
AuUStrig 4 tw tt te 39.0 
Belgium-Luxembourg . . OY .! 
‘zechoslovakia .... 43.4 
Denmark 4.» ceceee 6.0 
Finland . .ceeese 13.2 
France . ee seesese 200, 
jermany, western... 249.3 
COCE 2 ew wo ce ee 18.4 
MTyY ececvres 25.2 
Ite oe - aoe ees 144.2 
Netherlands ... 56.4 
Norway ok ee eS 3.3 
Poland ..«c«ees 75.9 
Portugal . «cesses 21.7 
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Table IV, continued 
\rea and country 1938/39 1948/49 1949/50 1950/51 1951/52 
Europe (continued) 
mess Se Sk 30.4 15.9 67.2 61.8 64.0 
Sweden . csevee 29. 25.1 25.2 €9.5 25.2 
witzerland . ..«.. 30, ¢ 28.6 30.4 36.4 33.6 
United Kingdom ... 583.2 438.0 453.6 462.9 381.4 
Yugoslavia ...e.e-e 19.9 33.6 35.3 30.4 27.8 
Latin AmeriGG «¢ ss © 258.4 407.6 408.7 436.0 420.0 
Aeeattieh «4s & ee 32. 88. 90, 3 99.7 
Brazil . «steer 139.2 178.9 178.9 188.6 173.5 
mile®@ wee ee ee 4.3 14,5 15.0 14,3 13.9 
solembia « se es ee 11.9 24.7 24.1 26,0 27.1 
*uba ae ee ek ae et a 20a 4.3 569 6.7 5.4 
MOZiGCO 2 es we eee 5364 60.7 60.3 67.2 60.7 
Perm «cc ce whee 6.5 14.5 11.5 11.9 10,2 
Uruguay 2 2 se 8 © 6.1 4.1 4.6 7.6 7.6 
Venezuela « 6 6 2 6 « > 4 4.8 2.8 3.3 2.6 
wre es se ee ee 525.9 477.0 495.7 563.7 607.1 








Source: International Cotton Advisory Combittee, Cotton Quarterly Statistical 





Bulletin, 


Including raw cotton consumed in spinning mills and other factories, 


estimates of non-commercial or household consumption; 


bales at the rate of one bale = 478 pounds, 


countr‘es, 


a/ Uncluded in the total. 


b/ Estimates for eastern Germany included in the total. 


figures converted from 
Area totals include unspecified 
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Table V. Average Prices of Cotton and Rayon Fibres in the United States and 
the United Kingdom, 1939/40 and 1946/47 to 1952/53 


United Kingdom 


United States Cotton Rayon f, 
= Cotton b/ Rayon c/ United States 4/Eayptian e/ 

Year—’ or month (Cents per pound) (Pence per pound) 
1939/40 £) 2.6 eeu eg. ee 25.0 7.6 9.3 11.0 
1GNINT 6 ss ae 6 ws Sb 29.2 17.9 20.3 14,0 
LORIE xs enclaw « SeLe 34.5 22.5 30.1 16.5 
PED 80355. Vag 6 oe 36.6 22.7 29.5 area 
IGNOISO 5 6 aes ee RO 35.0 30.4 37.9 18.0 
IGSOFSE sk ecce cs 6 M5 39.0 46.0 68.0 22.4 
es 40,0 41.8 53.6 26.0 
1950/51: 

February 1951... - 40.0 47.6 79.8 25.0 
March 1951 .... 4T7v1 40.0 47.8 80.8 25.0 
Soria, 1951 95 . + STS 40.0 51.5 75.8 25.0 
May-1951. 2. wine 6 Sel 40.0 53.0 75.8 25.0 
June 1951 ..... 46.9 40.0 52.6 153 25.0 
Pe a a 40,0 445 66.3 25.0 
1951/52: 
August 1951... . 36.8 40.0 42.0 63.8 25.0 
September 1951... 36.8 40,0 41.4 61.3 25.0 
October 1951 ... 38.7 40.0 40.0 55.7 25.0 
November 1951... 43.2 40.0 43.4 62.5 25.0 
December 1951... 44.1 40.0 45.9 60,0 25.0 
January 1952 ... 43.8 40,0 45.5 60.0 25.0 
February 1952... 42.4 40,0 42.9 55.7 27.0 
March 1952 ...e«e 42.5 40,0 41.1 50.0 27.0 
April: Ase... ov. 0 Beat 40.0 41,0 48,1 27.0 
May 1952. . 40.7 40.0 40,0 46.4 27.0 
Jume 1952 . 2+ -e 42.5 40.0 39.5 40.2 27.0 
July 1952 . 41.6 40.0 39.0 40,0 27.0 
1952/53: 
August 1952 .... 42.1 40.0 38.5 40.0 27.0 
September 1952... 40.8 40.0 38.8 40.6 27 .0 
October 1952 ... 38,0 40.0 cee ese 27.0 


Source: International Cotton Advisory Committee, Cotton Quarterly Statistical 
Bulletin, December 1952. 


a/ Crop years beginning 1 August. 
b/ Middling 15/16" delivered to mills, Memphis territory growths, 


c/ Viscose rayon staple fibre, prices from Rayon Organon (New York); bright 
lustre, regular tenacity, all lengths, net weight, freight included, 


a/ Middling 15/16"; average price of Raw Cotton Commission to spinners. 


e/ Ashmouni; average price of Raw Cotton Commission to spinners. 


f/ Standard viscose rayon staple fibre. 
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Table VII. Trends in World Production, Consumption and Stocks 


a/ 


aa i b/ ; o 
Natural Rubber,—’ 1910 to 1952 


(Thousands of long tons) 























Yea ro t >onsumption Year Production Consumption 
————— 1910 to 193 
191¢ ° . L¢ 19 e148 27. 952 
1911 ; 100.C 192 o 8 625. 542.5 
191 ° 115. li 1% ° 610.0 595.0 
191 ° 1 130.C 1925 . « « 5.0 605 .( 
191 122. 12¢ 1929 . « o 0.0 05. 
191 ° l 160, 1930 . . » 25.0 710,0 
191¢ ° : 105. 1931 . we 02. 6ce . 
191 . IT. 222 . 1932 . « « 710.0 690.0 
191 ° 235. 1933 . . « 2.5 ee. 
191 . +00, 312. 193% « « « 3,032. 20 . | 
l . 342. ° l 4 30.0 40,0 
1921 . Oe. [7.5 1936... 67.5 1,045 .¢ 
1990 , 
i : 405. 
1924 ° 422, 
Year 


Production Sonsumption Stock ¢/ 


In producing countries d/ Total 


1,41 Fe 1,110.0 160,0 OOU .U 
e « « 1,000, 1,240.0 230.0 1,230.0 


a 640.0 165.0 315.0 1,020.0 
 . 615.( 365.0 820.0 
‘és % 360. 307.5 405 ,( 715.0 
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oe 1937 to ) >ontinued ) 
eer ele 250. 62. 7 60. 
‘aes 1,260.0 1,110. 30, He 
6 ener be 1,525.0 1,422. ° ° 
a ekare 1,490. 1,437. . [20 
2 i en 1,060. ,705. +50 ° 
ee ete 1 stat > of 1,500,0 #2. O12. 
: me Ye hetide, 1,447. 30. [S2. 














se: International Rubber Study Group, Rubber Statistical Bulletin. 


Data on stocks not available before 1937 


Including latex (dry rubber conter 


1xcluding United States government stocks after June 1947, Unit 
rent stocks after July i194 





, ana rren gove 
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juction of Synthetic Rubber,—’ 1938 to 195% 








Y ermany— Total 
1 — 1.8 - - el. ¥ 
} 
+ . . . . . - > c eo? . 

° | +9. ° - 115. Pe 
] oe ° ° 2. ° 101. . 
l eo e « (19.4 100, 36. od coe Oo 
l o a « O29 126, ° 12. 15. 06. 
) 
+ . . . Se ° . . 7” Sc eo 

. . . . . . . = 7“? ** 
: : . 
- . . . . A oe . Ti. > . = re 
) 2 4 
l i ° lol. 0.1 C4 of +. ° 

International ibber Study Group, ille 
2 Including latex, 
iR-S, 

eoprene, butyl and buna-N, 
j Slysar S. 
o ityl and others. 
f Briti one only nce 1945, 
gz timated, 
h xcluding German production, 
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Chapter 1 
INTRODUCTION AND SUMMARY 


2. In paragraph 7 of resolution 427 (XIV), the Economic and Social Council 
requested the Secretary-General "to prepare, for consideration at an early 
session of the Council, a study of the relative movements of prices of various 
classes of goods moving in international trade". The present study, prepared 
in response to this resolution, is chiefly concerned with price relationships 
between commodities of which under-developed countries are important suppliers 


in world trade, and the commodities they import. Two earlier studies dealt 
with some of the problems discussed here: Relative Prices of Exports and 


Imports of Under~-Developed Contrtal eat Instability in Export Markets of 
Under -Developed Countries .© The former compared the prices of large groups 


of primary and manufactured products and of some individual primary commodities 
in periods preceding and immediately following the Second World War, analysing 
the effects of price exchanges on the terms of trade of a number of countries. 
The second report dealt with the amplitude of fluctuations in prices, volume 
and export proceeds of the exports of primary producing countries from 1900 to 
1950, but not with the prices of their sugorte .# 

2. The present study extends the investigation through a period of spectacular 
price swings, from 1948 through June 1952, with 1938 as the pre-war reference. 
Thus it records the effects of the currency devaluations of 1949, the mild 
recession in the United States, the boom following hostilities in Korea, and 

the subsequent reversal of trends in the prices of goods traded internationally. 
In addition, this study differentiates prices of important individual 


commodities, both primary and manufactured, from the general price level. 


United Nations publication: 1949.II.B.3. 
United Nations publication: 1952.II.A.1. 


ee 


Attention may be called, however, to the very brief treatment, in chapter 4 
of the report, of fluctuations in export proceeds in real terms, that is, in 
terms of imports they were able to buy. 








yreover, 


und closing of "price scissors" are illustrated ir 
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changes in relative price movements period of time, the opening 


greater detail. 


of prices or average unit values in foreign 


As a rule, official indices 


trade are published by very large groupings; 


the United States index of changes 


crude materials, crude 


ynit value, for example, consists of only five groups: 


sdstuffs, manufactured foodstuffs and beverages, semi-manufactures and finished 


anufactures. 


trade 


roducts 


hanges in the general price level, tend to conceal substantial differences in the 


Such comprehensive indices, although very valuable in recording 


of single commodities, differences which have been particularly 


behaviou 


ronounced in the period under investigation. 
ientical or similar groups or classes of commodities at average prices; 
epend on a specialized type of exchange which, 
suntries, frequently consists of a small number of export commodities and a far 
from uniform assortment of imports. 
r narrowly defined classes of related commodities 


the full extent of individual price swings, their differing direction or amplitude 
j 


Individual countries do not trade 


in the case of under-developed 


Hence, a breakdown into single commodities, 


is required in order to disclose 


the varying time incidence of peaks and turning points .— 


The wide dispersion of price movements, a well known characteristic of 


goods. 


rroups seem to bear out this assumption, 
onceals considerablg diversity and some 
certain important commodities. 
movements of raw materials entering into manufactured 


proportions will cause a fair dispersion of costs. 


in primary commodities, is not, however, entirely restricted to that class 
It is generally aseumed that the price behaviour of manufactured 

is much more uniform and steady. Existing indices for large commodity 

study shows, aggregation 

unexpectedly large price swings 

It is to be expected that differential price 

commodities 


the raw material 


mponent of costs varies substantially from industry to industry and, in addition, 


change of raw material costs affects the price of semi-manufactures more heavily 


It is understood that a too minute breakdown may introduce random errors 


inherent 
a matter 
emphasis 
moreover 
Question 


Where the danger 
judgment in each instance, but 

important commodities traded 
creates an added opportunity for individua 
of homogeneity are 


small numbers. 





volume mini 





weighting. 


in appendix 


and related problems 
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than that of finished products which contain a greater component of other costs, 
derived from successive stages of processing. Hence, comprehensive indices 
relating to groups including a great many diverse commodities or commodities in 
various degrees of manufacture (such as, for example, “non-ferrous metals and 
manufactures thereof") fail to illustrate in concrete terms the variations in 
relative prices of clearly identifiable products. 

Sudden changes in short periods and more gradual processes of adaptation can 
be much better observed in quarterly than in annual periods. Clearly, an annual 
figure for, say 1951, comprising the peak of the boom which accompanied the 
Korean conflict and the subsequent staggered price break, is not an adequate 
instrument for analysing the events which took place within that period, since 
such an average figure obliterates both the extremes of the price movements and 
the varying time incidence of their turning points. Therefore it was deemed 
necessary to present in this study date in quarterly intervals beginning with the 
fourth quarter of 1949. 

Methods, scope and limitations of the investigation 


« 


€ The object of this study is to analyse price relationships2 in commodities 
customarily exchanges between industrial countries and those exporting primary 
commodities, usually economically less developed. Emphasis was thus placed upon 
a range of products comprising raw materials and foodstuffs imported by industrial 
countries and their own exports of similar commodities as well as of capital and 
consumer goods in finished and semi-finished form. As in the earlier studies 
mentioned above, the nature of the source material (especially in so far as 
availability and comparability are concerned) made it necessary in this case also 
to use the import statistics of a srall number of industrial countries in preter 

to the export statistics cf a large number of prirary producers; in similar 


tanner tke export statistics of industrial countries were used to analyse the 


5/ It will be noted that this report deals only with prices, not with volume of 
trade, export proceeds or the relationship between volume and price changes. 
With regard to prices, the study is not indicative of domestic prices, 
wholesale or retail, but only of average prices prevailing in foreign trade. 
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everse flow. The data covered in this study were limited to those of the 


6/ 


nited States and the United Kingdom .= These two countries absorb a very 
large proportion of world exports of most primary commodities and their demand 
normally the most prominent factor controlling prices .¥/ 
Recurrent balance of payment pressures which have characterized the post-war 
riod have introduced some differentiation of price levels according to the 


¥ 
t 


rigin of goods in soft or hard currency areas. us, an exporter of primary 
sducts may command a substantially higher price in return for accepting soft 
rrency in payment, and to that extent United States import prices may sometimes 
representative only of the lower end of the current international price range. 
milarly some countries have introduced dual or multiple exchange rate systems 
r have negotiated bilateral transactions which differ widely from the trade 
atterns of the United States or the United Kingdom. On the other hand, in the 
ears under study, the United Kingdom was still, though to a decreasing extent, 
partner in long-term bulk purchasing agreements, a fact which would be reflected 
n United Kingdom import prices in the form of time lags and more moderate or 
scontinuous price movements than prevail in other countries with less elaborate 


ntrols. In some commodities and periods, the United States system of 





vernment purchase had similar effects. 


As regards international trade in manufactured goods, the re-emergence of 





ther suppliers, with different cost structures variously affected by inflationary 


ressures, tends to reduce progressively the importance of the United States or 
the United Kingdom as leaders in price movements. The results of this study were 
evertheless considered sufficiently significant to permit conclusions regarding 


rice movements in a major sector of world trade. 


Fressure of time end methedological problems militated cgainst the irclusion 
ef an analysis of the unit prices of experts and impcerts of ccuntries in the 
Orgenization for European Economic Co-operaticn. 


The United States alone ecccunted fcr 54 per cent of world imports cf coffee 
in 1948, and the United States and the United Kingdom together for 

66 per cent of imports of rubber, 65 per cent of lead and cordage fibres, 

62 per cent of cocoa, 60 per cant of tea, 58 per cent of copper and 

57 per cent of zinc. 
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9. The price movements analysed are uniformly presented as unit value indices 
related to the calendar year 1949 as a ene Je This reliance on unit values 
derived from trade statistics in preference to market prices was based on several 
considerations related tothe extremely erratic nature of commodity markets during 
the past several years. It is virtually impossible to devise a system by which 
rapidly and dramatically changing market quotations can be averaged over three- 
month periods in such a manner that the average can be considered truly 
representative of actual trade transactions; in such periods traditional 
relations between international markets, and between spot and future prices, tend 
to be disrupted to such an extent that it becomes nearly impossible to tell which 
of several quotations represents more closely the changes that actually took 
place. Moreover, there is no way to weigh quotations by the volume of foreign 
transactions which they affect; not infrequently some very high market prices 
relate to a small volume of trade and would raise the average of quotations out 
of proportion to their actual significance. 

10. The use of average unit values was therefore consicered more appropriate 

for the purpose of this study, especially in view of the fact that these average 
values are of greater significance than price quotations since they reflect the 
actual transactions which in the aggregate determine a country's ability to 
import goods in return for its exports .2 

ll. The data used in this study, in so far as they are derived from United States 
and United Kingdom trade statistics, represent the average unit values of the 
indicated commodities, and of groups of commodities traded by the rest of the 
world with the United States or the United Kingdom. It would have been useful, 
for the purposes of this inquiry, to consider separately the unit values of 
commodities imported by these two countries from primary producing and more 


developed countries, and to proceed in a similar way for United States and 


8/ See appendix A for further comments in this respect. 


9/ Unit values in international trade are derived by dividing the total value 
of exports or imports in a given period of time by the corresponding volume. 
For the discussion of some of the problems involved, such as homogeneity, 
time lags and transportation costs, see appendix A. 
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ted Kingdom exports to these two groups of countries. This might have thrown 
ght more directly on the impact of changes in relative prices on primary 


roducing countries. It did not appear necessary to compile and analyse trade 
ita according to this subdivision for the following reasons. 
In so far as the Council in resolution 427 (XIV) may have wished to focus 
ttention on the impact of changing price relations on primary producing countries, 
purpose is partly served by the further study (E2456) which is being 
iomitted to the present session of the Council, in implementation of the request 


yntained in General Assembly resolution 623 (VI). In this latter study, 


ference is made to the terms of trade of a representative group of countries 


of goods in general. 


a 


ather than to relative prices of different classe 
13. Separate analysis of different groups of countries in the general trade 
sturns of major industrial countries would have involved statistical calculations 
isproportionate to the probable importance of this distinction in the final 
sults. Reference was made earlier in this chapter to some factors which may, 
occasion, cause United States and United Kingdom price averages to differ 
omewhat from those of the rest of the world. On the whole, however, since this 
study is concerned with ratios of changes in prices, and not the absolute levels 
prices, no systematic bias is likely to be involved in studying changing 
rice relations on the basis of United States and United Kingdom trade with the 
rest of the world as a whole. Moreover, the dispersion of price fluctuations 
in commodities originating in or destined for industrialized countries compared 
with primary procucing countries is hardly greater than the dispersion of price 
luctuations among different primary producing countries themselves, or, for 
that matter, among different industrialized countries. Hence, the procedure 
adopted in this study does not have a greater effect on the averages for 
individual countries by grouping all countries together than if primary producing 
countries alone were grouped. 
14. Similar considerations also precluded a separate computation of unit values 
according to origin or destination, in the dollar area, the sterling area or other 
areas. This type of breakdown would have been of interest in evaluating the 
effects of devaluation, dollar deficits and related factors, but it was thought 


that these topics have been sufficiently covered in general terms in various 


ssues of the World Economic Report and the Economic Survey of Eurone. In the 
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absence of such a breakdown, it was not possible to determine whether the price 


of identical or comparable commodities originating in different areas was the 


same in the United States and the United Kingdom, in dollars or sterli 





Furthermore, total imports into these markets are made up of various goods 


riginating in countries whi 





may or may not have devalued their currencies. 





[hus, the mposition and the proportion of goods of different origins may affect 
the average unit price. Where this appeared to be a factor which led to 


vergent 





-e behaviour within commodity groups, it is discussed in the text 


L5. In view of the various limitations indicated above, it seems advisable to 





make explicit the meaning of the average unit value indices used in this study. 
Th mport unit value index approximates the average price, related to a 1949 


period, at which a given commodity was sold by its producers as a group, in 


€ fie eriods t ma that this index is also fairly 
representative of dollar rling sales of this commodity ir 
nternational markets. export unit price indices illustrate 





xported by these two largest suppliers of manufactured 





ods in world trade .— The ratio between the indices of import and export unit 





ingdom products against 





markets could, on an average, 


exchanged. In the case of the United States, these ratios are fairly 





indicative of the general terms of trade revailing in hard currency transactic 
f that nature. imilarly, the price ratios for the United Kingdom are largely 


representative of the exchange of commodities sterling goods. 











10/ For a disc m of the influence of the ortation component in the 
-i.f. unit valu f imports into the ingdom, see appendix A. 
1] The fact that trad tween the United 





s and the United Kingdom 
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This study is divided into four parts, the first two dealing with exports 
imports of the United States and the United Kingdom, respectively, and the 
rd comparing them, followed by a case study of triangular price relationship. 
endix A includes more detailed comments on the nature of the data, the 
thods employed and the limitations and problems of the study. Appendix B 
plements the tables in the text by providing an additional list of commodities 


luded in the group indices. 


mmary 


This study shows relative price movements of primary products, producers 
and consumers goods from 1945 through June 1952, a period of spectacular 
swings in international trade. In the main, it differs from the earlier 
jies mentioned above in the following manner: (a) It contains a detailed 
eakdown into sirigle commodities or very closely related groups of commodities; 
it includes about thirty groups of semi-manufactures and manufactures 
h under-developed countries import in return for their exports of primary 

sts; and (c) it gives an uninterrupted quarterly series of unit value indices 

rom October 1949 to June 1952, inclusive. 

The indices shown in this study reflect violent price swings in the period 
ter the start of the Korean conflict. It was, however, found that, 
twithstanding some similarities between price movements of individual 

commodities, considerable differences emerged. Moreover, this wide dispersion 
fas not restricted to primary commodities but the differences in price behaviour 
narrowly defined groups of manufactures were much greater than the customary 
ces of broad aggregates disclose. In fact the price movements of some 
anufactures were found to be greater than those of some primary products. As a 
esult, the price relationships between primary products and manufactures cover 
very wide range, which may be illustrated by a single item: in the second 


arter of 1951 the terms of trade of the pair of commodities with the highest 


The unit value index of the primary product divided by the unit value index 

of the manufactured product. In the previous studies mentioned the expression 
"terms of trade" was applied to the price ratio of a country's exports and 
imports, rather than to the price relation among commodities or classes of 
commodities. It was, however, considered convenient to use the expression 
"terms of trade" in this report to refer to the latter price relation. 
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ratio was nearly seven times the lowest ratio in the United States, and almost ten 
times that in the United Kingdom. 

19. The unusual amplitude of price swings in this period may, in part account 
for the extent of the price range but even a less wide dispersion would command 
attention in view of its possible implications for the trade policy of primary 
producing countries. As a rule the prices of primary products and their 
instability have formed the centre of interest. To the extent, however, that 
the findings of this study can be generalized, the prices of essential 
manufactures emerge as a factor of much greater complexity and diversity than 
hitherto suspected. It follows that a detailed study of these imports, their 
prices and their composition, should supplement the traditional analysis of terms 
of trade. 

20. For such detailed study, the customary indices of broad aggregates may not 
provide sufficient guidance. Important variations of price behaviour which this 
report brings to light would not be noticeable in comprehensive averages. The 
usefulness of a more elaborate breakdown may be seen in several ways, of which 
two will be pointed ane al/ Developing countries may want to distinguish 
between price movements of producers goods and of specific types of consumer goods 
in view of the fact, verified by this study, that the prices of semi-manufactures 
tend to increase more than those of consumer goods in a period of general price 
rise. The price dispersion of primary products and manufactures which this 
study discloses are factors which governments will no doubt wish to observe 
closely in shaping their commercial policies. Hence, the methods explored in 
this study and its findings may be useful for future attempts to develop indices 


in sufficient commodity detail for fruitful terms of trade analysis. 


13/ It may be well, however, to take this opportunity to recall that relative 
prices are but one determinant of a country's international position, though 
one whese importance has again. been sharply pointed up by the fluctuations 
in the recent past. 
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have for countries with differing industrial or foreign trade structures and 
international exchange relationships. The difference in price behaviour of 
various commodities is, however, so striking that mere statistical deviations 


cannot affect the outcome. 


United States Impor ts 


Tables 1 to 5 present selected unit value indices of the most important 
foodstuffs and raw materials imported by the United States, mostly in crude 
form, but including a few processed items. Even the most casual inspection 
of the tables discloses a great dispersion of price movements among the 
items contained in each group. Thus some prices rose continually over the 
period, almost without interruption, while others did so only after an 
initial dip in 1949 or early 1950, owing to the effects of recession in the 
United States or of the devaluation of sterling; many commodity prices 
reached a peak in 1951, usually around the second or third quarter, but 

a few recovered and rose once more. The more pronounced price increases, 
such as those in coffee and rubber, have attracted most public attention, 
while the fact that unit values of some commodities barely rose at all, or 
even dropped, does not appear to be so familiar, though this group includes 
items like tea, tobacco, mica, sodium nitrate and crude petroleum. 

24, Even subspecies of the same commodity often display different price 
behaviour, as is noted below for tobacco and wool. The most frequent reason 
is that they have distinctive characteristics of quality or type, and are 
frequently used for differentiated end products; thus various subspecies at 
a certain period may be subject to different demand or supply situations. 
Another reason may be found in the fact that the unit values given here 
represent an average for commodities originating in several countries, 

many of which may have been differently affected by exchange devaluations or 
other factors, and the combinations of countries of origin may change in a 
period of time. 

25. Numerous commodity studies which are available make it unnecessary to 
discuss here the general price movements of individual commodities. Average 


unit value series usually follow market quotations closely with a time lag 


39888 O—54—pt. 5—19 
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f three to six months. The following observations are therefore limited to 
features of the unit value indices which seem to require éxplenation cor comment, 
26. Among imported foodstuffs the price relationship between manufactured 
sugar, 1 per cent, taxable, and various unrefined, tax free grades was not 
always stable but this affected the combined weighted index only slightly. 
Similarly, all types of coffee, although different in origin or grade, are 
contained in a single Unit.d States customs classification; however, this 

lack of homogeneity in the group is compensated by a rather uniform tendency 

of upward movement. This is also true in the case of cocoa, while the unit 
value of tea was occasionally affected by a change of composition as between 
cheaper and better grades. 

7. The composite index of tobacco consists of two very different groups 
which supplement, and partly compete with, domestic United States types. Most 

igar tobacco in the Unitea States is imported, leaf for wrapper coming from 

Suba and the Philippines, filler chiefly from Cuba. From 1949 on, these types 
have not changed much in price. Imported cigarette tobacco, however, which come: 
chiefly from the Balkans and the Near East, Wes affected by exchange 
developments and demand factors in Europe. Thus, the price of the Latakia 
type dipped in late 1949 and 1950 but rose later, while the residual "other 
types", the largest item of the group, displayed a persistent downward trend 
ch was largely responsible for the movement of the combined index. 

Bananas are imported from a number of countries in Latin America; changes 
in composition affecting the origin may account for the irregular movement of 
the average value index. It should be noted, however, that this commodity is 
largely controlled by intra-company transactions and its price movements may 
therefore be less autonomous than that of other commodities. 

The divergent price movement of the three types of hides and skins can be, 
in part, explained as direct or indirect effects of devaluation. Cattle hides, 
sriginating in Canada-and Argentina, were less affected, the dip in 1949/50 


being due to slackened demand in the United States. Prices of sheep and lamb 


skins from Australia and New Zealand and goat skins from India and Africa 


felt the impact of the exchange differential in 1949/50, but from there on 
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their course differed widely. Nevertheless, the combined index displays 
rather smooth curve which conceals, rather deceptively, the great divergence 
of its component movements. 

sotton imported into the United States is chiefly of short-staple or 
long-staple, the former coming largely from India, the latter from Egypt and 
Peru. The price movements were, therefore, influenced by different factors, 
and the combined index conceals sizable changes in composition. The sharp 
drop of jute prices in 1949 was not caused by devaluation, to which Pakistan, 
the chief supplier, was not a party; it was the cumulative result of a price 
iecline from a very high post-war peak, accelerated by the general recession. 
The full amplitude of price swings of jute was not fully reflected in United 
States markets which are not its largest determinant; moreover, some high 
quotations did not apply to large imports. A sharp drop in United States 
imports during the 1951/52 season was alsyv a contributing factor to price 
movements, which are somewhat out of line with market quotations. Raw jute i 
in the United Stetes, used for carpets and other purposes rather than the 
manufacture of burlaps. The latter are chiefly imported already woven, the 
steep price rise being due to shortages in supply from India. 
31. Average unit prices of wool are influenced by the fact that no single 
group is really quite homogeneous; in addition, the wool represents a 
combination of imports from sterling areas and Latin America. Moreover, 
fine combing wool prices did not, after an initial dip due to devaluation, 
rise as steeply as other kinds. This was caused by @ shift of imports from 
Latin America to Australia, and a cycle of widening, narrowing and widening 
again of the customary price differential between medium and fine wools. 
32. United States customs statistics list the metal content of metal ores 
except iron ore and bauxite. Unit prices based on metal content minimize 
the consequences of averaging imports from different origins whose metal 
content may vary widely. The somewhat erratic behaviour of the iron ore 
index may be related to differences in the iron content of imports, which 
may vary between 55 and 68 per cent, that is, the dip in the first quarter 


of 1951 was hardly a genuine price movement, but was probably connected with 


> 


é 


8 
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a shift in composition compared with the preceding or following period, 





when more ore arrived from Chile relative to Canada, Sweden or Brazi A 
Similar situation may also prevail in bauxite, a commodity which is, in 
addition, largely controlled by intra-company transactions. 

3. The case of copper ie mplicated by the differing proportions originating 


in various countries in the three stages of processing identified in the 
ustoms returns for copper imports. Since concentrates and refined copper 
are obtained by the United States almost exclusively from Western Hemisphere 


} 


sources, and imports of unrefined metal contain only a minor share of sterling 


pper from Northern Rhodesia, the sizable price dip in 1949/50 cannot be 
attributed to devaluation but to reduced demand, copper having reached a 
post-war price peak in 1948/49. When demand recovered, prices rose again, 


but after mid-1950, price ceilings and bilateral purchase agreements kept the 


price in the United States below world market prices. The greater average 


3¢ in unrefined copper compared with refined metal may be accounted for 
by the larger share of Chile's lower price “agreement copper" in the volume 

of the latter variety. 

34. In the case of lead, the price fall of 1949/50 was due to slackening of 
demand rather than lower costs of sterling metal, which forms but a small 
proportion of United States imports. The difference in price behaviour of 


4 


ores and metal would seem puzzling unless the price relationship is viewed 


as reflecting a considerable lag of ore prices behind those of metal. 

Inited States imports of tin are a composite of concentrates, chiefly 
from Bolivia and Indonesia, and of metal, mostly of Malayan origin. Sterling 
devaluation depressed the dollar price o: tin in 1949; further reductions 
resulted from the resumption of free trading in the tin market in November 1949, 
reflecting an excess of production over consumption before the conflict in 
Korea. The subsequent spectacular price rise in the metal was reflected 
only to a very much smaller degree in average unit prices, another instance 
when extremes of market price did not affect average unit values to a 
comparable extent. The purchase policy of the United States Government, 
especially the refusal to buy at top prices, moderated the price swings in the 


United States. It may be noted that the amplitude of price swings was 


4 


greater in ores than in metal. 
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6. United States imports of zinc originate almost exclusively in the West 
Hemisphere. Consequently, the price decline in 1949/50 was caused, not by 


ievaluation, but by slack demand. The subsequent increase in unit va 


~ 


ues 
was lead by zinc metal and, once again, the amplitude of the price movement 
was greater in the unsmelted stage. 

7, When evaluating the price movement of crude petroleum, it must be 
recalled that trade in this commodity is chiefly controlled by inter-company 
transactions and the price is little affected by fluctuations of demand and 


supply. This explains the steadiness of import 
° 





ai 
38. Oil-seeds, oils and waxes were affected by 
1 


discussed in detail in this study. An inspection of the six series of indices 
offered in table 5 discloses great variety in movement and a frequent lack 

f coincidence of peaks and troughs or turning points. While all commodities 
were affected by the general events of the period, these were clearly 


influenced even more by specific factors. 


United States Exports 








39. While this study is chiefly concerned with the exchange of primary products 


for manufactured goods, it was considered advisable to present informati 


soncerning a small number of foodstuffs, raw materials and fuels of 





United States is an important exporter in tables 6 and 7, and to give a few 
comments about some of the price movements shown in the tables. 

40. The United States assumed greater importance as an exporter of ri 
when the export potential of the traditional producers of rice in the Far East 
was found to be greatly reduced after the war. Tke relatively high price 
juring 1950/51 reflects the effect of smaller output in the face of persistent 
demand. While the rice export unit value index follows United States market 
quotations rather closely, this is not altogether true in the case of wheat, 
affecting the price of wheat flour as well. The price drop in 1950/51 was more 


pronounced in average export unit values than in market prices. The reason 
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lies in the operation of the International Wheat agroemn! which established 
lower prices than those prevailing in the market; the export price average 

in 1950/51 was depressed by a larger proportion of exports under the agreement 
than was the case in either the preceding or the following period. 

41. The export index of tobacco is based on the largest item in exports, 

the flue-cured type. An index for exported cigarettes which is also given 
displays a somewhat different price movement. 

42, The largest part of United States exports of cotton is of the medium- 
staple variety. The value of the quarterly index ig impaired by fluctuations 
in composition, and also by seasonal demand factors, availability of exchange 
for imports of United States cotton, and other factors. Figures for nine-month 
periods comparable with those given for the import index are also presented 

in the tables. 

43. In the field of mineral exports, the price movement of sulphur is of 

some interest because this basic industrial raw material was in very shart 
supply after mid-1950. An efficient system of international allocation 
succeeded, however, in minimizing the effects of the sulphur shortage on prices. 
The unit value index of coal kept reasonably close to market prices; it should 
be realized, however, that both coal and coke are heterogeneous groups, seach 
statistical classification comprising a number of different varieties and 
grades. The combined index of petroleum products and its component 

indices display a fairly common pattern, except for some slight variations. 

44, In discussing the indices of manufactured products, it is necessary to 
bear in mind the system of statistical classification in the United States, 
especially of machinery, which is listed by number of items exported rather 
than by weight. While there may exist a somewhat tenuous relationship 


between weight and price, a computation by numbers only, including all sizes 


3/ The maximum price under the agreement was, until recently, $1.60 

@ bushel, a figure much lower than any open market quotation during 
the period covered by this investigation. The maximum price of $2.05 
under the recently concluded new agreement is also lower than current 
market prices, and it can, therefore, be assumed that United Sta*es 
export unit values will continue to represent a mixture of "agreement 
wheat" and "free wheat". 
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‘ , ‘ , + + , 
f a certain machinery, results in a serious lack of homogeneity. It was 
therefore not pcssible to present an elaborate ceries of export unit value 


indices of machinery for the United States, but only a rather small number of 





items in the electrical field and the tractor group, which were sufficiently 
subdivided by type and size. However, a new series of United States domestic 


of agricultural machinery and equipment has been added to 





wholesale pri 
table 8, with an allowance of six months to provide for an average time lag 
for manufacturing and exporting. In order to permit comparison with the 
export series presented here, the wholesale price index, similarly 
recalculated, is also shown for electrical machinery and apparatus, though 
the coverage in the wholesale price index is doubtless more comprehensive 

- 
T 


thar o the extent that the wholesale price index 





in the export series. 
5 


and the export unit value index do not coincide, the difference in composition 


is probably responsible; it is also reasonable to assume that the classes 


- 


machinery entering into the domestic index are not always identical with 


those exported. 





45. Groupings of other commodities were not free of problems of heterogenei 


vee 


28 
but it was usually possible to assemble a fairly representative group of 
reasonably homogeneous items, presented in tables 8 and 9, comprising 
producers’ goods and consumers! goods respectively. This functional division 
was considered of greater interest to countries in the process of economic 
development than a distinction between semi-manufactures and manufactures. 
The official United States index for these categories, adjusted to the base 
of 1949, is included in table 9 for comparison. 

46. The first three items on table 8 are products of steel, aluminium and 
sopper in an early stage of manufacture, such as sheets, bars, rails, pipe 


an 


pa 


wire. The price increase, which is rather small compared with European 
quotations at that time, may be explained by the fact that the United States 


operated during a period of acute shortages under fairly rigid price controls, 


4 


which included exports and was particularly effective on the mill level. In 


See appendix A. 


+ 
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industries; their combined price movement shows a price increase of nearly 
l per cent within fifteen months. This is probably an extreme example of 


pressure of demand and of the differential effects of expart price regulations 





n various exporters acc t r price position in base period; 
when a sizable part of exporting is done by traders, rather than manufacturers, 


the average unit price may well be higher than market quotations, sometimes 
substantially higher. 
48. Of the items used in volume in the construction industry, exported cement 
prices remained remarkably low; this may have to do with greater output and 
stocks in the United States and even faster increases in world production. 
Plate and sheet glass prices, on the other hand, rose further, keeping much 
closer to the high 

49. Among textile yarns, those made of cotton, wool or synthetics displayed 
very divergent price movements, as might have been expected. Wool yarn 
reflected large price increase in the raw material but its price rise is 
much less steep. Ths index is somewhat erratic because all types of wool 
yarn are in a single classification; the resulting lack of homogeneity in 
types, grades and sizes causes irregularities which could have been avoided 
by individual weighting of sub-items. The more detailed breakdown available 


for cotton yarns, by degree of finish if not by size, affords a smoother index 





which parallels the export index of United States cotton except for its 
smaller amplitude. 

50. Turning to consumer goods proper, the price behaviour of cotton, wool 

and synthetic fabrics shows considerable divergence, more or less in line 

with that of the yarns which went into their manufacture. The slightly 

higher peak of cotton fabrics compared with yarns should not be overrated, 
because of limited homogeneity among the types exported. In the case of 
synthetics, the price lead of the yarn over the fabric and the latter's smaller 


amplitude of price movement seem quite pronounced. The price curve of clothing 





is more depressed. is a somewhat unbalanced group, containing mostly 
men's wear of cotton and women's dresses of synthetic materials; most other 


items had to be excluded for lack of homogeneity. 
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51. The movement in the paper group index was rather wide, similar to that of 
chemicals, and for similar reasons. Both groups are sensitive to changes in 
prosperity and this accounts for the deep trough in 1949/50. Increasing demand 
produced scarcity rather quickly, presumably also causing a greater proportion 
of traders’ business in the total volume of exports, at higher average prices. 
The peak of the index for the small group of rubber manufacturers seems low 
compared with the spectacular rise of natural rubber prices; it will be 
recalled, however, that the proportion of natural rubber in manufactures was 
kept low by government regulation. At the same time the price of synthetic 
rubber rose very much less than that of natural rubber, whose price increase 
thus affected the price of export goods only to a limited extent. 

52. Among consumers' durable goods, the gradual price rise of passenger cars 
may be explained by the rather marginal role of exports compared with the 
iomestic market, possibly also by the pressure of European competition. he 
average export value of cars rose somewhat more steeply than that of trucks in 
the latter part of the period under observation; it is not impossible, hcwever, 
that this may be due to a higher proportion of larger cars in the total, shown 
in one single classification in the United States statistics, while truck 
prices could be weighted in greater detail by size. 

53. Prices of heating, cooking and plumbing fixtures displayed a very slow 
ipward movement, owing in part to the inclusion of pottery sanitary ware which 
may be substituted for similar items made of steel. The price increase in 
refrigerators, including both the mechanical and the electrical variety, was 
more gradual, this index was included to illustrate a luxury variety among 
consumer durables. Household utensils and hollowware also remained at the 

low end of the price range, partly because of the inclusion of cheaper 
aluminium utensils which are largely interchangeable with similar items made 


of steel. The unit value indices of all these consumer goods were well below 


those of steel and aluminium from which they are chiefly made. 
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Relative Prices of United States Imports and Exports 





54. In order to reduce the number of cross-indices required for a complete 
matrix showing the relationship between unit prices of United States imports 
and exports, certain commodities and periods of time which were judged 
significant were selected for this purpose. Tables 10 to le include four 
time periods which may be considered especially significant for the price 
movements under investigation: in 1948, the second quarter of 1950, the 
second quarter of 1951 and the second quarter of 1952. The first post-war 
period tabulated for this study is the year 1948, which antedates the 
major causative events of recent price swings. The year 1949 is the base 
year. The second quarters of the three years, 1950, 1951 and 1952, were 


selected because they were near the turning points in the majority of the 


series. The second quarter of 1950 was not ir all cases the lowest point 
after the recession because a price recovery in primary commodities had 

then already begun, but it was the last quarter before the spectacular 

upturn produced by the conflict in Korea. The second quarter of 1951 was 

for many prices, though not for all, the upper turning point. The second 
quarter of 1952 - the last period shown in this study - represents a time 

when the prices of primary commodities had fallen drastically while the prices 
of many manufactured items had reached, or had only recently passed their 

high point following Korean hostilities. 

55. The selection of imported commodities for tables 10 and 11, four foods and 
eight raw materials, is in accordance with their rank in value of United 
States imports in 1949 and 1951, excluding bananas and crude petroleum 


because of the role intra-company transactions play in their price movements. 


Cel 


Prices of these twelve commodities were then related to a few important 
United States exports of foodstuffs (wheat and lard), fuels and raw materials 


(coal, petroleum products and cotton); next they were related to nine price 


4 


index series for producers’ goods and seven series for consumer goods. 
Tables 10 and 11 contain, in addition, a few comparisons of imports with 


similar or related export commodities. 
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United States: 


STRATEGIC 





AND CRITICAL MATERIALS 


/ 


Termo of Trade—’ 


and Exported Foods, Fuels and Manufactured Goods 














xported commodity a 

, : 1948 
Imported commodity: sugar 
ineat and wheat flour.. 84.9 
Lard... coccceesccccece 5.1 
Fuels: 

tPerrerr ise oeee eeecee coe YD23 
etroleum products... ° sonesanse Wheb 
rs eecoseece Suéeneeesesee 98.5 
7 





Tracklaying tractare..sscccccssevees 
Electrical machinery and 
QPparatusB..ccscccscesesses . 
MOCGR CYUckS, .ccccccccccesccscssecne 
Shemicals (combined index).......e0- 
Soda ash and caustic S0dA.....sseeee 
Agricultura fuachinery and 
SOQUIpMeNt—" ..cccccsccsees eoecccece 
Sonstruction machinery and 
Equipment b/...serereeesseeceveees 





mneumer goods: 
Cotton Fabric. cccccccccccs deve nsene 
Synthetic TawwicWecccccceccccccccccs 
PAGSONBEY COTB.cccccecsecsescces eevee 
POPES ccccccccicccccvccccessccecseces 
Household utensils and hollowware... 
Heating, cooking and 

plumbing =quipment.......s.6. eeees 
Refrigerators and washing machineés.. 


Imported commodity: coffee 


Foods 
Wheat and wheat flour........se0- eee 
EAPO s cane cecdenes cbs cecccecceses ° 





96.5 
7 ¢ 
Re 


Second 


1950 


124.0 
119. 
104.1 
103.8 
7 3 9 
Lid. 


lll. 


106 


120 


14e. 


~ 


~ 


mow 





1951 


of Imported Foods 


guarter 


1952 





444 


Ww 


~~ 
wr 


Dom 





Yo @ 
OO 
a 


mr 
re 

-e 
On « 
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Table 10 (continued) 


Exported commodity 





Fuels: 





COBLecccccccccccnsccscescesececesese 
Petroleum products... .ccscsccsccsecs 


Producers' goods: 


SUSE) oc ccccessccsesccccccccccccccese 
Tracklaying tractors......ccsseeeeees 


Electrical machinery and 


QPPEFAtusS.rccecccccecccsccsvecscccce 
MOCO GFUCKBe ccc cccrcccvesccccccces 
Chemicals (combined index).......... 
Soda ash and caustic soda.......... 


Agricultural machinery and 


equipment d/o... ecccccecccccecccees 


Construction machinery and 


SqUipment: Of ..ccccsecccccccnccveee 


Consumer goods: 


COSCCE TRIG sc ceccvvecvccessvevece 
Synthetic FabricB.cccccccccccccccces 
PABEENZEY CALE. ce crsscecsccescvsess 
PAPEY ccccccccevcrcccccecccccscccecs 
Household utensils and hollowware... 


Heating, cooking and 


plumbing equipment..-..cseeerevees 


Refrigerators and washing 


MACHINES. ceccccccsccccsess eveecece 


Imported commodity: cocoa 


Foods: 





Wheat and wheat flour........e.eeees 


Fuels: 


COR] eccvccccccccccecccvcccccecceeees 
Petroleum productS.....cscesesesvees 


39888 O—54—-pt. 5——_20 


MATERIALS 


Second quarter 





91 


oO 


301 


1952 


mr 


JW o- 
DA! 


wi 
wi 


ne 
, 
—“ 


~ 
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Table 10 (continued) 





Exported commodity 1948 





Producers’ goods: 


BUSOL os cctccvesees Tors Pee Te 176.7 
Tracklaying tractore..ccccccccccecee 162.8 
Electrical machinery and 

SPPOFAGUS .cccoccccccsccesciervecs ee 212.5 
MOC tPUCKBececccccssevcccecesanece ° 
Chemicals (combined index).......... 151 

oda ash and caustic s0da.....eeeees 110.5 
COMB G ce ca decdecccccanesonccccncenece 174.6 
Agricultural machinery and 

WEI PORT Df oo on ecb ctva iv eeadecee 198.1 
Construction machinery and 

equipment b/s. .00cscewece caren asee 190.5 


Consumer goods: 


EE CUE 6 6.00 cob edeccebeesdece 131.9 
Synthetic fabricB......seeees eecceee 126.2 
PASGONZEY CATG...cccseccecs os saceese SEO 
PAPOY occcccece ecccccccccccccsees esos 150.9 


Household utensils and hollowware... 173.2 
Heating, cooking and 


plumbing equipment....ceccecceeees - 142.8 
Refrigerators and washing 
machines......+. C06eebecosces sacce. Le 


Imported commodity: canned beef 





Foods: 
Wheat and wheat flour......seceeeees 85.6 
LarGecoccecece ecccccccvcce eececcces : Ioee 


Fuels: 
Demi kensegeeeane (cate Wbbtevckeerees. Geet 





1950 


118.2 
116.2 
126.3 
126.6 
121.1 


137.3 
162.3 


114.1 


114.4 


120.9 
116.3 


101.5 
101.2 


Second 


1951 


144 .6 
151.4 


67.7 
170.1 
138.0 

94 .6 
189.5 
159.3 


157-9 


126.9 


uarter 


1952 


148.0 
149.9 


144.0 
159.1 
152 .6 
161.4 
174.0 


152.3 
148.5 
157.9 
184.3 
143.3 
142.5 
162.7 
141.0 


152.0 


Pre 
my oO 
Ow 
W OV 


102 .6 
93 +1 
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—__Second_quarte 
Exported commodity LOY 195 1951 
Producers" goods: 
Steel eccccccccccscccccccccccccccseses Wed J 50. 1.2 
TracKklaying tractors..ccccccccecesess Dle 9.7 4.4 724 
Electrical machinery and apparatus... 119.4 108.3 93.5 88.7 


Motor truckS.cccccccccccccccsccesseces eee 








Chemicals (combined index)..ccccccess Sk. 03.9 
Soda ash and caustic soda@eeccccccssee O2e1 117. 
Cementecccccccces cocccseccccsscccces Sol 139.2 


Agricultural mact. nery and 

equipment b/.cccccccccccccccccccece 
Construction machinery and 

equipment b/sccccccccccccccsccccces L116 8.1 


Consumer goods: 


Cotton fabricS.ccccsccccscccccesesses Tel 103.4 
Synthetic Pabrics.ccccccccccscccseses 109 105.7 
PASBENBEY CETSscccccescccccccccsccecs 7 
PAPEL ecceccccsccveccsccscesccccsccses O40 106. 
Household utensils and holl 
Heating, cooking and plumbing 
Equipment. ccoscccccccccccese 
Refrigerators and washing machines... 86.9 104.1 


YWWATE eeee IT» 


eeeeeee ec 


Imported commodity: live oil 
Lares cocccvccecccecccceccececececcescece 61.7 Ol.1 


(fC 94.0 
y O } 
ce 94 
eo . a 
de + eo 
Q 
. 59 
Oe Ji.«) 
7.2% 
. Ife) 
ce 113.6 
59 64 83.3 
7 
4. ‘ 
7 00.3 
+20 Def 
62. of 





Source: Tables 1 to 9. 


a/ lex, 


Import price index divided by export price in 


b/ 


Derived from United States wholesale price index. 
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Table 11. United States: 





Exported commodity 


Imported commodity: rubber 








F ds: 
yheat and wheat flour 
Lard. eeeeeee . eeeeeeeeeee . eee 
Fuels 
DBlecccccccsccccesevesecece ° ee 
Petroleum productS..e.ceces eoee 
ETON ew ecvocvscccvece Cee reese eseeersees 


Producers' goods: 


TCC lLeceecevee Ce reeerereeeceseeee eevee 
Tracklaying tractors.cccoscsecsecesese 
Electrical machinery and apparatus... 
Motor truckS.cccsceses ee eeerereceees 
themicals (combined index)...scercees 
Soda ash and caustic SOdA...cecsccees 
TOMENTsceoseccccessecvesesseseses esee 
Agricultural machinery and 

equipment b/..csrceccee coccceccccces 


Sonstruction machinery and 


~*~ 
equipment D/ecececccvvececssevccees 


sonsumers' goods: 


Cotton fabrics...ses. eocerecocceccece 
Synthetic fabrics..... ee cercccecccces 
PAGGENBEY COTBecccccccccccsccscecccece 


Paperececoccces Corer eceeseeeseseceece 

Household utensils and hollowwere.... 

Heating, cooking and plumbing 
CQUIPMENterececccererereereseserees 


Refrigerators and washing machines... 


Imported commodity: wool 





ds 
Wheat and wheat flour... cecccees eecce 
Lard. cecccccvcccsesece eoseececccscccsese 





Terms of Trade® 


and Exported Foods and Manufactured Goods 


1948 


1950 


136.5 
131.3 


114.6 
114.2 


111.9 


114.4 
112.5 
122. 

122.5 
117.2 
132.9 
157.0 


110.4 


110.7 


116.8 
119.3 
110.7 
120.2 
110.2 


119.9 
117.5 


120.9 
116.4 


cf Imported Raw Materials 


Second quarter 


1951 


370.2 
235.1 


315.0 
305 «5 


223.5 


271.6 
284 4 
315.0 
319.6 
259-3 
ATioT 
356.0 


299.4 


238 4 
277.4 
301.3 
2h9.2 
306.4 


323.5 
319.3 





1952 


no 
mw 


226.0 
205 .«( 


195.7 


200. 
203. 
195. 
215. 
207. 
218. 
236. 


206. 


rO OO FF FO 


~) 


20l. 


ww 


tm 

wn 

°o 
Frew 


\O 
ww 
> + 


1.4 
6.3 


113.8 
132.0 
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ble 11 (continued) 









Exported commodity 

















Fuels: 
OGL éMdp das Aamabadecsccensercecesenss 5 101.° 241.3 112.6 
Petroleum productS..coccccccccscescee O5e5 101.2 234.1 102.2 
roducers' goods: 
SCECLecccccdeccccceccoscececccccesscsn Mel 101.3 8.1 100.1 
Tracklaying tractorSeccccsosesecesess Tier 99.7 17. 101.4 
Electrical machinery and apparatus... 101.1 108.3 241.3 97.4 
GAP. COVER 0 onc 066Kesenneeecses “ae 108 .¢ LO 107.6 
Yhemicals (combined index)....ees. Tl. 103. 198.6 103. 
oda ash and caustic SOda.cccccccceee Fee 117. 136.2 109. 
PENNER oc cecccoccscescecceseucceccecece. Gel 139. 272.8 117.7 


Agricultural machinery and 
CUMLME Blacnnvecsiaracccescecncn, Sear 97. 229.3 103.0 
Yonstruction machinery and 












equipment b/ssccececceccecesececees DoS 98.1 227.3 L00.4 
Yonsumer goods: 
Cotton FabTAicBeccccccccecsecccsecceccs 6200 103.4 182.6 106.8 
Synthetic fabricB..cecccccccceceseses O00. 105.7 212.5 124 .6 
Passenger cars.. etece eocee ° 230. ©. 
Milvcevecst ur cash wanes 106.5 190. 96.4 
usehold utensils owware.. 97.¢ 234.7 110.1 





Heating, cooking and plumbing 
CQuipment.cccccccccceseccccscccsese 6769 106.< 247 .€ 4 
Refrigerators and washing machines... 73.¢ 104.1 hh 6 102.6 


Imported commodity: tin 
Foods: 
Wheat and wheat floureececessccsecsess OF 95.1 147. 117. 
x 


Lardeccccccccccecccccsccccccscesessece el 91.5 } 





Blecececeresesesesseeseseseessseses {of (99 125.6 115.9 
Petroleum ProductSeccccsccvescecevees 7 4 79-6 l21.¢ 105.1 
tt 7 7 z 
VVWVileweeeer en eeeeaee seer seeeeweeeeeee . fed . 
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Table 11 (continued ) 








second quarter 
Exported commodity 1948 1950 1951 1952 





Producers' goods: 





rs Chee CAR eae ase nas e-0 dl eaeeN ES 76.1 79.7 105.3 102.9 
Tracklaying tractore.........ccccecces 70.1 78.4 113.4 104.3 
Electrical machinery and apparatus... 91.5 85.2 125.6 100.2 
GNA GNU Sues ac 4s oo ad te i <a a ke een ie 85.4 127.4 110.7 
Chemicals (combined index)........... 65.0 81.7 103.3 106.1 
Soda ash and caustic soda............ 47.6 92.6 70.8 112.3 
I kina ce Rae ted 4 Gare a wih a ees 75.8 109.4 141.9 121.0 
Agricultural machinery and 
IEG. OF o.5'0 66s ese tence sacs cea en 85.3 76.9 119.3 106.0 
Construction machinery and 
IME ctancarncenensdckensass 85.5 17.2 118.2 103.3 
Consumer goods; 
IO 6 oi wavnues oe vaveeeakene 56.8 81.4 95.0 109.9 
I A: TED oo 'c cis cries be eneaeos 54.4 83.1 110.6 128 2 
Passenger CATS. ....scccseceees pula aaa 85.6 Tis2 120.1 99.7 
PN raion nese vss taxenaKes eked 65.0 83.7 99.3 99.2 
Household utensils and hollowware.... 74.6 76.8 122.1 113.2 
Heating, cooking and plumbing 
IIB, acne ieivies erat adonkos nce ue 62.2 83.6 128.9 98.1 
Refrigerators and washing machines... 66.6 81.9 127.3 105.8 
Imported commodity: copper 
Foods: 
Wheat and wheat flour...........see0- 92.4 T75.1 142.7 141.7 
EE Ci ee ee eR eee Pe Ea eee 60.0 110.7 90.6 164 .5 
Fuels: 
NK cHaiak ins ik Mie ndescdinmranndedeets 109.4 96 .€ 121.4 140.4 
POO LON PHONO. 6.5.06 ctvdocssecvsces 109.0 96.3 LIT 127.4 
DORAN sinc sates 8NCS CARERS 55 SRD 106.8 34.4 86.1 121.6 
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continued ) 


Table 11 





Exported commodity 





Producers’ goods: 
Stee] 


Tracklavying tractors........... sedeee 
Electrical machinery and apparatus... 


MOUOR APUC Ms Give cc ccceveds 


Chemicals (combined index)........... 


Soda ash and caustic soda... 


COMMIS. swwcduvseccesevesd Ph seseuwen’ ‘ 


Agricultural machinery and 


WONG Bi isin ccccvaccwescvsseces 


Construction machinery and 
equipment b/.......66. eves 


onsumer goods: 





CORUEEE SUE BOR ec cee acicccccicvccsces 


SPRRORIS PORCSGSS oo oc vcd esr cccseseetis 


Passenger cars 
POPOR. cs ccccce 





Household utensils and hollowware.... 


Heating, 


cooking end plumbing 


SOGULPMONE ... cere cvcccss ed ccececabes 
Refrigerators and washing machines... 


Imported commodity: 


Foods: 
Wheat and wheat flour....... 


lead 


LOPG i ivccccviese SUC S VV Udo eee deccee ° 


Fuels: 


Petroleum products........ dvevewenanns 


COCSO. cc cc cc dvesescovcccee Poccvcccade es 


1948 


WNO’VhM 


aN 


1.9 


95. 


99.1 


a) 


~-oOore 


~~ 


nN 


MATERIALS 


Second quarter 
1951 


~ 


1952 








Ar & 
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NO 


ee 
125.4 
125 5 
122.1 
155.3 
120.8 
120.1 
137.2 
118.9 
128.2 
114.6 
ae nicg 
113.5 
113.5 
IMD Oo 
93.1 
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Table 1] ontinued) 
Exported commodity 1948 
Producers! goods 
7) ree jb weonnseesesece cocsces LO06% 
TreCkiaying tCrasters. ccedcsccceccveces 97.1 


Electrical machinery and apparatus... 126.8 
Motor trucks 


Chemicals (combined index)........... 90.1 
Soda ash and caustic soda......ssscees 65.9 


COMONt occvcccosccsccesecocvesccccecsece LObee 
Agricultural machinery and 


equipment b/..cecccccscceccees oveces 118.2 
Construction machinery and 
equipment b/.....eseeee sis erence enn ark 118.5 


consumer goods: 


EE SEN a os s's's tele kane evvior cine ee 78.7 
Synthetic fabrics..wccccccesscccvccce T$.35 
PR - CONN so vide ss vudnaseecseeesan 2D 
PAPOF sccccccccccccvccccscesescesscces 90.0 
Household utensils and 

holloOwware <csccccccccce pbbeccovonee 103.4 
Heating, cooking ané plumbing 

Equipment .ccccccccccccccscccscccecs 35.2 
Refrigerators and washing machines... 92.2 


Imported commodity: burlap 





Foods: 
Wheat and wheat flour..ccccccsccccces 97.4 
DS occ 5 0 0060 4.050000000 0006s ese wes ae 63.2 
Fuel 
etroleum products. ..ccccccessccscces 4.9 


MATERIALS 





Second quarter 


195¢ 1951 


70.9 86.7 
69.7 90.8 
75.8 100.6 
9 102.1 
7 82.8 
82.4 56.7 
3 113.7 


68.4 95.6 


we 
or 


Co 
an xo 
~ 
> OO 
~ 


@ 
~ 
Ww 
=a 
a 


112.6 


100.9 
102.2 

98.1 
108.4 
104.C 
110.0 
118.6 


103.8 


101.2 


107 .6 
125.6 
97 .6 
97.2 


110.9 


96.1 
103.6 
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apparatus 
SP UHUGN FS oe SB a 6c ci 6 Cue Rddoceass ave 101.3 139.1 111.1 


(combined index)......... 96 « 97 .( 112. 106.5 


and caustic soda.......... 10.¢ 109.9 17.3 112.6 
Sees Eek e566 s be eee evs cune 111.7 129.9 154.9 121.4 
tural machinery and 

SE Wa cease rece epesduecc 126.7 a3 130.3 106.3 


ion machinery and 
. j 


oO 





1 1( 
PisGees becevetodevedes 127. 1 .€ 129.1 103.€ 








° 3.7 110.2 

96.5 2 

98.6 Lc. / 128.¢ 

127 91 .€ Pied 100. 

96. 99.4 105.4 99.5 

MECLOWMEES si cee ee yc heb eRe eee ec eves 110.6 J1 1 i 113.¢ 
Refrigerators and sashing 

MACHINES. c cvccccccscvcvsesesecces 95.9 IT. 139. 106.1 





Heating, \oking and 

















it opra 
Food 
ods 
"i 3 #) i? 42 f 
ond WheGs FLOOR canes eecedvine 132.9 ee) 65.5 
7 > “Uy x 7 
Fuels: 
Aan 1 Q c 
VOBL esses eeeees seers bit LOY O49 
Pp +» a cS 
Petroleum evecee seseee hi 53 135 55.9 





‘otton 152.5 109 99.2 56.2 


VOUT cee eee reer erases reese eeeeeeeee LDC. 1 . 








310 STOCKPILING STRATEGIC 


Table 11] ontinued ) 


Imported commodity 


Pri jucers' goods 


Tracklaying trVactOrs.ccccceccecvescs 
Electrical machinery and apparatus... 
MOCOP CruckB.ccccccccccccccvcccccces 
Chemicals (combined index).......0+8. 
Soda ash and caustic soda......eseese 


\gricultural machinery and 
equipment b/e.csccecccccssccscreees 
onstruction machinery and 


Consumer goods: 

Cotton LTabFIcB.ccccccccccccsecccecs oe 
Synthetic fabrics......see. ecccccccs 
PASBENBEL COPBecccccccccccsescccvece 
PAPEL ccccccvcccesccccvcceceseecccces 
Household utensils and 
HOLLOWWAFE.cccccccceccccesscceceece 
Heating, cooking and plumbing 
equipment..cccsccccscccces eoccccece 
Refrigerators and washing 

MACHINES. ccccccccccscccccscccsscccs 


Imported commodity: hides 


Foods: 
Wheat and wheat flour...csscescseses 








Lard. cccccccccccccsccccscssscvccssse ° 
Fuels: 

COBL. sccccccccccccccccccccccecsseses 

Petroleum products. ..cssesecsccceees 
COttON. cccccvccccvccccoccccccccces eecece 





AND CRITICAL MATERIALS 


Second quarter 
14S 195C 1951 1952 


153.1 111.4 120.5 
141.0 109.6 126.2 
184.1 119.1 139.8 
ee 119.3 141.8 
130.8 114.2 115.0 
95.7 129.4 78.9 
151.3 153.C 158 


AAW AWWW 
“IMO NMAO- 
MO FOrREOA 


171 .6 107.5 132.8 


uw 
\o 
eo 


172.0 107.8 131.6 


MI 
“ 


4.3 113.7 105.8 61.5 
19.4 116.2 123.1 71.8 
2.2 107.8 133.7 55.8 

7 117.0 110.6 55.5 
150.1 107.3 136.0 63.4 
123.7 116.8 143.5 54.9 


134.0 114.4 141.7 59.2 


103.5 1.3 160.9 82.6 
67.1 116.5 102.2 95.1 


101.6 136.9 81.8 
101.3 132.8 74.2 


ew 
+ 
oO, 


re 
e + 
oO FO 


99.3 97.1 70.9 
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Second quarter 
rypcrted commodity 1948 1950 1951 1952 





























Tracklaying tractors....ccccccessecss 110.6 99.8 123.€ 73.6 
Electrical machinery and apparatus... 144.4 105.4 136.9 10.7 
RG SORA oi cic cn necnedecdvercsacws aa 108.7 138.9 78.2 
i (combined index)........... 102.6 LO4. 112.7 75. 
and caustic soda....cccccess Tool 117 a 19.3 
! LSeesUAMRAASOREGCRRCENSEECETS VERGE 139.3 154.7 85.5 
Agricultural machinery and 
equipment b/. eagertcivesdecocen LIesO 97.9 130.1 74.8 
I ‘onstruction machinery and 
' RIMENG Dio vccbalesbeveveiscivevse SIS 8 .2 128.9 72.9 
= 
nsumer goods: 
I FOCCOR, TEDTECH. cc ciiccssccccrescosses 89 .¢ 103.€ 103.6 TT .€ 
AtRSCIS FabPAEH i cciscccvccecvrcccess Be 105.8 120.5 90.5 
Eakwicaareue 35 98.2 130.9 70.4 
eceescoese r5 % .€ 5.3 10. 
oseaceeene 117.7 97.7 53 9.9 
ing 
| Ch CRNERECES 7. 106.3 40.6 69.3 
frigerators, and ng 
WEMRSGER CFC CR esi eee setesscedecne” SOR LO .2 138.8 74.7 
Imported commodity: tobacco 
ob eeoevceseucecscuctecccccssecee § L0T.5 126.1 78.4 9.4 
++ 7 - c z Q 
Imported ~cttcn 
+1 
t ee ee ee ee WO ek iso ; eee 


livided t pr iex. 
i Stat wr I i X. 
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Me + 


Materials and 

















Exported commodity 1948 195 1951 1952 
Imported commodity: cotton 
ott yarr 119. 115.4 vee 
tton fabric 0. ‘ 113. sec 
b/ 
lothing — 116, +52 eee 
Imported umodity W l 
l I 99. . +5, ‘ 
l fabr 5 ° 106.5 179.4 . 
ported c odity ir re 
eel 90. oJ oJ +Fe | 
I laying tractors )e ° ol 51.7 
er cars 102. 110, 113.4 L44, 
porte mmodity: bauxite 
lu ill product lll. 122, . LO» 
ported commodity opper 
€ ll product 100,3 104, 103.2 - 











ppe sphate +e UL e7 +UUe 
rted commodity zir 
i xide and lithopone 106.5 ° . 3703 
Imported commodity rubber 
Rubber products 110.4 115.7 05. Me 
Imy y rude petroleun 
etroleum products oY. ol O. . 
Imported commodity: sodiw itrate 
Fertilizers {e.7 Pe, AO Ae 
urce; Tables 1 to 9. 





price index divided by e 
em includes some t 
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n table 12 the price indices f imported raw materials were related t 


rted manufactures made from these raw materials or containir 








int n tables 10 to 12 are arranged to illustrate 
} ed States exports, mostly of manufactured goods 


modity in various time periods, compared with 1949 as a base. 
. & not possible to discuss in detail the manifold relationships 





tables 10 to l contain. The material 





be analysed in several ways, 





wever, at times made influence felt in the same 








n the opposite direction. Between 19 and 1951 commodity price 
much faster than those of manufactures, the terms of trade moved in favour 
the former, as expressed in rising indices. During the rest of 1951 the 
rs to close again, for ices fell while f 
nufactures rose he impact of ri By the second quarter of 
» however, the of some manufactures, notably of 





ies in the last colum in tables l 




















an would have been the case. At the beginning 

bservation, 4 ituation can price f pw a 
f 1facture is had between 194 nd 1950 and there is 

reat de f tion in the index figures, depending on w h price m 

“ more pronounced, that of rts rding tot t , Or of exports, 
(t for é single 

rirar) f i, fuels and raw 

terials will be noted that the 

mplitude d to time period, 

iependir ities ompared. n other hand, the price rati 
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iifferences which exist within one time period in purchasing power fa 
primary product over other commodities. Taking cocoa in the second quarter of 
1951 as an examp*e, the terms of trade against various commodities vary from 








: to 197.0, though it will be noted that the gap between minimum and 
aximum varies between time periods and from co dity t mmodity. 
(c The dispersion primar mnodities does not 
omment, but tables 10 an the observer to visaulize it f 
export commodities which are important for under-developed countries. To give 
an example for the second quarter of 1951, about 25 per cent more anned beef 


then required to t 


to buy 


the same quantum of (index ©O.¢ 


while 64 per cent less rubber was required for the same purpose (index 271.6). 
large number of similar comparisons could be drawn from these tables. 

(d The "vertical" comparison attempted in table 1 onfirms the 
xpectation that the terms of trade move in favour of the raw material in 
times of rising prices because its price increases more than the goods made 
from it. While the relationship in the period covered by this study has 
argely been in favour of raw materials, in the inverse case, prices of raw 
materials fall faster than those of manufactures; in fact, in the period after 
the it-off date of the present study, price increases in manufactures have 
lready in some instances begun t vertake earlier increases in primary 
roducts, which are being whittled down further by the continued price fall of 

€ mnodities. 
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pter chapter consists 


mited Kingdom import unit values, 
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3 to 16. The second analyses export 
cts, as shown in tables 17 to 19. In 
r of primary products imported into the 


certain 


tables 20 to 22. 
Ought to be taken into consideration 
qty 


in However, 


the preceding chapter. 


iifferent primary commodities or 


- 


raw materials, and between prices o 


riven commodity at different periods of time is clearly so pronounced that any 
iscrepancies of statistical origin could not affect the outcome significantly. 
« The dispersion between price movements of primary products was very 
triking in the United Kingdom because the effects of the post-Korean boom were 
superimposed on those of the 1949 devaluation, The commodities whose strong 


position permitted a price rise, in terms 
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ost in price under the pressure o 
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turally the wide spread in costs of one 
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brought about a further price 
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the case of United 


oting the 


the form of unit value indices (tables 13 
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price behaviour of imports into the United Kingdom, as expressed in 


to 16), is one of great diversity. 


‘a 
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‘Ould be expected after devaluation - the differences between price movements 
were more striking than the elements of similarity. In approximate conformity 
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purchase, under long-term contracts, which affects the movement of prices 


o 


in several ways. As a result, the rhythm of price changes, con 
of spot markets, has tended to be one of more discontinuous and larger steps 


eliminating in the process, however, the most extreme peaks and troughs 





Furthermore, agreements several suppliers of the same commodity frequentl 
carried diverging prices in the period under investigation. The effect of 
devaluation was evident here also because successive price concessions made by 
the United Kingdom tended to be greater for commodities imported from various 
suppliers in non-devaluing countries, who were unwilling t sontinue accepting 
lower price equivalents in terms of their own exchange. 

5. Although these facts made desirable an analysis by origin, as between 
countries with devalued currencies and those with non-devalued currencies, an 
as between sterling area commodities and those of other origin, a sufficiently 
jetailed breakdown could not in all instances be derived from the available 
data. A qualitative analysis by origin may be sufficient for the purposes of 
this study; it is given in the following discussion of individual commodities 
to explain specific features of their price movements. ich explanation is 


especially required if a lack of homogeneity in the price composition causes 
erratic movements which disturb an otherwise consistent trend. 

. The treatment of transportation charges included in average unit values— 
is discussed in some detail in appendix A, especially the assumptions under 
which an adjustment would be required, and the obstacles opposing such an 
ndertaking. At this point it may be sufficient to point to the tendency of 
both prices and freight rates to change in the same direction in periods of 
scarcity of both goods and shipping. Moreover, in most commodities covered 


by this study, transport costs can be assumed to be a relatively small 








1/ United Kingdom import statistics are based on |] 28 adjusted to the 
landed c.i.f. point while statistics on imports into the United States 
approximate the value of the commodity f.o.b. the country of origin. 
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0 t oi.f. - herever this the case ¢ a fairly le 
e e of the fx % % rice rat would still t affect tne r ement 
f the ral ue nde Significantly. While the possibility exists that 
e - rtion of transport t has been changed in sor 
Ste y U time pe ds, t 3 el at, n the w le, the 
attern of price movements emerging from this study remains virtually unaffected 
Among individual commodities, frozen meat offers a ¢ llustration of 
the ts arl n t sectior ardi the rice effect f ar 3 
the relative port € suppliers between vé time periods. Argentine 
trad it all the ] 4 shipper f frozen bee + the r m, t 
f tuatior n its e) table surpl at t 
Australia a New Zealand at the ex -enss f f whose contre 
gher. n the second half 19% h a shift was responcible f 
the it value, and a year later there was a sinil t 
3 At t. Argentina reverted to first place ir ic f alf 
as f frozen carcass beef, ha rrespond se ir es 
lting from a renesotiation of the trade agreement. In the case of butter 
a ‘ CW. 
sese, Ne 
f mu 
ot W nt l 1 
te a reduct C f average nit values which becomes ev t 
t f , * 
2 n an average of commodities and haulage distances, an estimate of 10 t 


r cent seems acceptable; for example, the 








1, assumes transportation cost as 12.5 per cent in seas trade. 
If commodities are both cheap and bulky, and have to be hauled over long 
iistances, the ratio of freight cost to price may be much hivher than the 
average. The most extreme example is probably coal, which docs, however, 
not appear as an import commodity in this study. The case of crude il, 
which has a transportation cost of about 20 to 30 per cent 
riate place in this chapter. 
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wheat is chiefly supplied by Canada and the 


A greater share coming from the United 


rder. 


1951 may have been responsible for a small decrease 
lightly lower average price for United States wheat 


tr 





r wheat exported around period under the 


Se F se movements of the other cereals listed 


though the relative 


in the supply of 


fts between suppliers, even 


Inited States and Argentina 





). Among tropical food crovs, t ndex for coa reflects its rather wide 
fluctuations, starting from a zr} st-war level in 1945. The London 
coa Terminal Market reopened in January 1951, bulk buying having been 
discontinued a few months earlier. this period most a imports into the 
ted Kingdom ori; i within the sterling area except for some Brazilian 
eans imported in the first 1arte of 1950. The price index of coffee, of 
which the United s not a major nsumer, follows the world price 
movement rather nsidering the effects of devaluation. The price of 
tea, however, a mmodity throughout, remained rather steady despite 
substantial fluctuations in th The price of sugar was 


influenced by the 


compositi 


rom others, chiefly 
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‘1. The group of hides and skins is affected by @ lack of homogeneity similar 

to that observed in United States imports. Sheep and lamb skins - as well as 
goat ekins - virtually all come from the sterling area, but their price movements 
appear to have little in common. Cattle hides originate chiefly in Latin America; 
average price of hides from Argentina tend to run higher than those from Brazil, 
and this explains the price increases in 1951 when Argentina's share was higher. 

+ The unit value index of rubber has followed the world market price rather 

closely since 1951 - more so than the index in the United States, where 
governmental measures tended to keep the price lower. 

(3. The price movements of oil-seeds, oils and waxes display the kind of 
diversity already observed in chapter 2. Among the items not included in 

the United States sample, both ground-nuts and cotton-seeds are from the sterling 
area, the first originating in West Africa, while the latter is characterized 

by @ progressively greater importance of the Anglo-Egyptian Sudan over East 
African sources. Existing records do not permit an analysis of linseed oil by 
rigin, but, in general, its price movement was influenced by the change from 
plentiful supply up to mid-1951 to a shortage in source countries outside the 
United States, especially in Argentina, owing to reduced acreage and crop 
failure. Though copra is not a major import item in the United Kingdom, it is 
interesting to note that Indonesia emerged at the top of the list of suppliers in 
a time of shortage in the second half of 1951; its higher price is responsible 
for the higher movements of the index in the third quarter of 195l. 

74. In the field of textile fibres, the movement of pricés was strongly 
influenced by the price level of Egyptian cotton, which, with the Sudanese 
variety, was the chief component of long staple imports and the upper range 

f the 7/8" to 11/4" staple group. Within this latter group there was, 
however, a large component of cotton from the United States and from Brazil; 
the varying proportion of these three components affected the price materially, 
with Egypt always in the lead price-wise. Hence a period such as the first 


lf of 1951, when virtually no cotton was imported from the United States, was 


nait 
bound to be marked by an upward movement of the price index. The price of 
jute, controlled in the United Kingdom until September 1952, followed the world 


rice rather closely, though with somewhat reduced amplitude. Imports of 


wool originate preponderantly in the sterling area. 
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- The increase in unit values of crude petroleum can be explained by three 


factors, although their individual effects cannot be fully isolated on the 
basis of existing information. Beginning with the fourth quarter of 1949, 
devaluation affected unit values in terms of sterling through the proportion 
of oil from the dollar area in total imports and through the dollar or gold 
component of coste of sterling oil. Beginning in 1950, unit values were pushed 
1pwards Ly increases in royalties resulting from renegotiation of agreements 
with various governments in producing areas. Finally, increases of "prokers' 
awards" for freight’ in preceding periods were peridd@toally taken into account 
for the purpose of price adjustments. The loss of supplies from Iran is not 
believed to have affected average unitsvalues under the prevailing universal 
pricing system. 
76. Asbestos from Canada has lately teen gaining in relative importance 
compared with imports from sterling sources, and this tendency may have affected 
the price pattern since the fourth quarter of 1951. 

7. When considering the price movements of metal ores and concentrates, 


it is necessary to note that imports of these are tabulated in the official 





data by gross weight irrespective of metal content. T 
considerable fluctuation in unit value if the composition of imports from 
varying sources, possibly representing different concentrations, were to vary 
greatly. The pattern of imports has, however, remained rather stable over 

the period under review. In iron ore, Sweden leads by far, with Algeria as 
second supplier and Spain as third, with Canada taking third place only in the 
second half of 1951. The largest share of imports of manganese ore came from 
the Gold Coast, with India in second place. A smaller share of higher priced 
Indian ores caused the apparent price drop which may be observed in the first 
quarter of 1952. The source material does not disclose the origin of supplies 


of chromium ore and bauxite. Electrolytic copper from Northern Rhodesia has 
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progressively gained over supplies from the United States and Canada, while 

ther types of copver have been imported chiefly from Northern Rhodesia, with 
Chile's share declining. The lower sterling cost of copper from Northern 
Rhodesia, combined with its greater share, produced a damping effect on average 
unit values early in 1951. 
76. The list of suppliers of metallic lead was headed by Australia, though 
supplies from other countries have gained in relative importance recently. 
n ores and concentrates came from Bolivia and Nigeria but in varying 
proportions, which may explain the somewhat erratic behaviour of the index. 
Imports of metallic tin are relatively less important. The London Metal Exchange 
has been trading in tin since it was reopened in November 1949, when a shart 
price drep nearly reversed the increase which had followed devaluation. The 
averaging of unit values in the index has the effect of minimizing this sizable 
fluctuation since it was of relatively short duration. The sizable drop in 
prices of zinc which occurred late in 1949 resulted from slackening demand at 
the time, though a smaller share of Canada among the suppliers may have played 


& part 


United Kingdom Exports 


19. The unit value indices presented in tables 17 to 19 were derived from 





statist sovering only those products originating in the United Kingdom, not 
including re-exports. In keeping with the listing adopted for United States 
exports, table 17 lists coal, coke and refined petroleum products. 

- The price indices of coal and coke are rather erratic, due to a lack of 
homogeneity. Computations are based on various types, grades and sizes, and 
some abrupt changes in unit value may be no more than a reflection of temporary 
shifts in composition; thus, the drop inthe index number for the second quarter 
of 1951 resulted from exports of a greater proportion of cheaper breeze instead 
of hard coke. In general, the price picture that emerges reflects the price 
policy maintained by the National Coal Board for whatever quantities could be 
spared for export, but export prices in the base period were already at the high 


level which characterized the post-war years in Europe as a result of the 


strained supply position. 
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imported iron ore increased quite sharply in price, as shown in table 16. 
The higher price rise of the iron and steel index was, therefore, in accordance 
with the tendency of semi-manufactures to reflect rising raw materials to a 
greater extent than manufactures of the kind found in table 19. Mill products 
f aluminium and copper followed the price trend of their respective raw 
materials, the first-named to a smaller extent on account of the sizable 
component of domestic resources required in manufacturing. 
84, Most price indices of wachinery and related items dipped slightly late in 
1949 or early in 1950, rose slowly in 1950, and rose with increasing rapidity 
thereafter. The degree of price rise differed, hovever, considerably between 
various types of equipment. Agricultural machinery and tractors led in the 
price rise from 1949 onward, to high points ot 166.1 and 149.7, respectively. 
This was far ahead of other machinery, but in cases where insufficient data did 
not permit corrective weighting, a price increase may conceal a rising share of 
larger equipment in exports. The index of the group of machine tools was 
clearly affected by lack of homogeneity. Sewing machines and weaving 
machinery were somewhat lower in the scale of price rises, followed by 
electrical machinery and equipment. The index series of internal combustion 
engines remained surprisingly low after a sizable initial drop in 1949/50. 
The commercial vehicles index rose somewhat higher than an index composed of 
cycles and motor-cycles. 
85. In the case of chemicals, the movement was noticeably different from their 
equivalent in the United States, where this item rose above other producers’ 
goods, to recede again in 1952. In the United Kingdom, the combined index of 
chemicals behaved similarly to the index of other producers! goods, 
maintaining a rather central position among then. However, a great deal of 
dispersion is found between individual items, as in the United States index, 
but in different commodities. The sodium compounds did not diverge much from 
the average in the United Kingdom series, but copper sulphate rose continuously, 
to 247.5,in the second quarter of 1952. 
86. Among miscellaneous construction materials, cement lagged initially behind 
glass but not fores long as in the United States. The price movement of textils« 


yarns paralleled that of the related raw materials; the top figure for cotton 
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yarns lagged somewhat behind that for cotton. The downward pressure on textile € 
prices towards the close of the period was reflected in the indices. ‘ 
87. In the groups of consumers goods in table 19, cotton and wool fabrics 

reflected the movements of the corresponding raw materials, but with still ' 
lower peaks than those of the yarns, an illustration of a frequently observed 

price relationship. All textile piece-goods displayed the world-wide tendency 

of prices to decline in 1952, ase did the items of apparel included in the table; 

the low trend of prices of women's stockings was chiefly caused by the downward 

tendency apparent in some types of nylons from a high level in the base period. 

88. The steep price rise of paper and paper board was connected with the high 

prices of wood-pulp. The price movement of cigarettes displayed a time lag 

behind that of tobacco, as might be expected. A series for penicillin 

reflected the tendency towards price reduction which characterizes a new product, 

while that for insulin displayed a more conventional course. The price rise of 

passenger cars was rather moderate if it is assumed that it conceals no change 

in composition. The relatively small increase in the series for household 

utensils and hollowware illustrated the price lag of manufactures in relation to 
semi-manufactures. The group "heating, cooking and plumbing equipment” 

included some items of earthenware in addition to those made chiefly of steel. 

Finally, the index of some rubber manufactures reflected in discontinuous jumps, 


though to a lesser extent, the price rise of rubber. 


Relative Prices of United Kingdom Imports and Exports 


89. Im order to analyse the cross-relationship between the unit prices of 
United Kingdom imports and exports, a procedure similar to that used for the 
United States in chapter 2 was adopted. The same four time periods were used, 
but they have a slightly different connotation, taking into account the 
devaluation of sterling, as 1948 was the last full year before that event. 

In the second quarter of 1950, six wonths after devaluation, its effects could 
be expected to be fully reflected in United Kingdom import unit values, except 
for long-term purchase contracts, while the cost-raising effects on exported 
manufactures had not yet had time to make themselves felt substantially. The 
second quarter of 1950 antedated the price boom in primary products, with 


recovery from the 1949 recession already begun. The second quarter of 1951 


showed import prices at or close to their peak of the post-1950 period; 
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export prices had, in general, begun to rise under the combined cost-raising 
effects of devaluation and higher raw material prices, but the steepest part 
f the rise was yet to come. In the second quarter of 1952, this rise had 
actually taken place and in some items a downward reaction had begun, while 
import prices of most raw materials had fallen off substantially. 
30. The selection of imported commodities included in tables 20 to 22 differs 
somewhat from the selection in the United States series, reflecting their 
relative importance in the structure of imports. Among foods, wheat, butter 
and cheese, tea, and sugar were selected, with cocoa added in order to present 
at least two commodities also included in the United States listing. In 
selecting twelve raw materials, wood-pulp and petroleum were eliminated in 
favour of other items somewhat lower on the list but of greater interest for 
under-develeped countries. In tables 20 and 2l, these thirteen primary products 
or groups are related to twelve producers’ goods and eight consumer goods. 
As in the case of the United States, here, too, the indices contained in these 
tables illustrate the quantum of selected United Kingdom exports of manufactured 
goods against which a unit of the stated primary commodity could, on the average, 
be exchanged in selected periods, compared with 1949 as a base. In table 22, 
the import price indices of a number of raw materials are related to the export 
price indices of manufactures containing these raw materials. This relationship 
should be particularly revealing in the present instance of a country much more 
substantially engaged than is the United States in the export of manufactures 
made from imported raw materials. 
21. Analysis of the table discloses characteristics of relative price 
movements similar to those previously established for the United States, but 
the contrasts are even more pronounced. 
(a) The general pattern of price relations is dominated by extreme 
movements in price series of some raw materials. Combined with the 
effects of devaluation, they lead to higher peaks in the identical period 
of 1951 than in the United States series. Since the prices of 
United Kingdom exports had, by and large, not risen very much up to this 
period, the price scissors had opened very wide at that time. A year 
later, however, they were closing rapidly; in fact, the relatively small 
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price rise of some commodities had already been overtaken by larger 
increases in prices of manufactured goods, as evidenced by terms of 
trade below 100.0 in the second quarter of 1952. Earlier in the 
series, a considerable dispersion of price relations was noted, due, in 
large part, to the difference in the impact of inflation on various 
commodities, depending on the extent to which their price rose in terms 
of sterling. 

(b) The various export equivalents were tabulated in tables 20 and 21 
against every primary commodity selected. Read horizontally, the 
purchasing power of each primary commodity over the same group of 
manufactured goods can be studied in four significant time periods. 

The degree of fluctuation between these time periods differs a great deal 
according to the commodity analysed. Within the same time period, and 
read vertically for the same primary product, equivalents in terms of 
various groups of manufactures differ even more. If the second quarter 
of 1951 is taken as an example, wool ranged from 154.6 to 392.9; 

cocoa - to use for illustration a commodity found also in the United States 
tables - the range was from 81.4 to 206.7. 

(c) This diversity becomes even more pronounced if considered from the 
viewpoint of the amount of imports an exported coumodity would procure. 
In the second quarter of 1951, about 11 per cent more butter and cheese 
was required in order to buy a unit of steel than in 1949 (index 91.5) 
but 73 per cent less of rubber (index 374.6). Many such comparisons 
could be made for commodities important to under-developed countries. 
(a4) In table 22, the movements of import unit values of some raw 
materials are related to the export unit values of manufactures chiefly 
made from then. In broad terms, it may be noted that the terms of 
trade, first moving in favour of the raw materials, experienced a sharp 
reversal in trend after the 1951 period. In the case of textile yarn 
and fabrics related to the fibres, the lower price trend in finished 


wanufactures resulted in better terms of trade for the raw material. 
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Table 20 (continued) 


Exported commodity 194 








Cotton woven piece-goods........ 96.4 
Woollen woven tissues...ecccecee B7el 
Artificial silk tissues......... 88. 
Men's cotton apparelesecsccccess 9705 
Passenger cars and chassiS.e...ee 9902 
PAPEL ssccccccvccccccccccccccoses Gel 
Household utensils and 

NOLLOWWAFE occcccccccccccccccce 39.25 
Heating, plumbing and cooking 


Cquipmentsccescccccsccccscssese Dot 


Imported commodity: 





roducers! goods: 


Dh cisovnndageecesbeatgenscesse See 
Petroleum productS..ccccsesecscess 8069 
Tron and steeleeeccccccccscccece LOFC 
WUE ivctebuerceveesccesuseae. “Cltale 
Commercial vehiclesSececcccovcces 16.0 
Electrical machinery and 

Equipment. cecscscccccccesesece LOLO 
Agricultural machineryesecssoeee 96.5 
Sewing MachineS.ceccesccsscesese 9700 
Machine tooléscceccccscscccccces LO7e5 
CROMICAIS :ssdnnscccsodsccenivess. “GOED 
OotRow FOP cicncdescsccsiccce “965% 
llen tops and yarnS.e..esesee 106. 


vonsumer goods: 

sotton woven piece-goods..cccoss 99.0 
Dllen woven tissueSecesceseese 100.5 

Artificial silk tissues....ccee. QJlel 

Men's cotton apparel..eccssceses LOL.0 

Passenger cars and-chassis...... 102.8 

PEROT so ccnsndeniecccedesuesececcs MSO 

Household utensils and 


NOLLOWWALC ceceesecccevcesseses 9300 
Heating, cooking and plumbing 
QGUIGMOHS csccccsdscvccccessse: 9650 








CRITICAL MATERIALS 


Second quarter 


1950 


101.1 


tea 


103.1 
94.2 

100.2 
76.4 

102.4 


100.6 
90 ey 
86.0 
99.0 
99.7 
89.6 
84.0 


1951 


1952 


moo orc 
WI OMWw Pe 
Sr a 
Fr ouvlv 


Ww 


oN 


D 


102. 


90.6 
O1.4 
73.5 
77.4 


70.0 


95.0 
Thad 
84.4 
87.4 
82.1 


79.6 
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20 (continued) 








3 : Second quarter 
Exported commodity 

















1945 195 1951 1952 
{mported mmodit ugar 
Fuels and producers' goods: 
| COMRa seh s MEMES ONCE CRES ROCs Uecnwecece.. Lk 123. 153.¢ 120.3 
Petroleum product&..cecccccsceeces eeee 10 ll2. 141.¢ ] 
[eG BOR CUPS Es cccccccavescuvcosenceee Bbbe! 120,C 133.0 
TVACTOPE cocccccccccccccseccceccccccese 3.3 i. lev, 
Commercial vehicles. ..ccccccccces wens 10 122 .¢ 137.5 
Electrical machinery and equipment.... 109 ] 146,0 
Agricultural machinery..cccccccccscece LOK 112.5 +. 
SOWENE DAGNINGS scccccccccecccesccveces LOM 125.9 Lake 
Machine SOOLP. cic ctiscceccececcececens L261 134.2 115.3 
THOULCELE  cccccveccccceccoccececccecce 10444 129.9 108.6 
FCCC FOTN cenccciwececccvcccecceucsess IGS 105.3 5,0 
Woollen tope and yarn...cccccscecesese LL4.7 60.5 105.5 
Sotton woven piece-goods...ssescscccese 108.0 124.5 123.9 


Woollen woven tissues .ccccccccccececee 100,05 
Artificial stl CisGUOFicvccccevceves 98.6 
Men's cotton @ppar€leccccccssecccceees 109.3 
Passenger cars and ChassiS...cccccoeee l1l.2 
POPOL cocccccccccccesccccccesececceeces 93.1 
Household utensils and hollowware..... 100.7 
Heating, cooking and plumbing 

OGGE EEE, ceivccdetsencceeceercssces I0KT 126. 149.5 118.5 





Imported commodity: cocoa 


‘uels 
OBL ccccesebsecccsccscoenccccsccecesne 280.0 15e¢.) 206.7 153.6 
Petroleum produce. .cccccccccccces once” aa 39.3 137.8 
[EGR GEE Pees ccdtesccavnécuccccecses I55N0 148.1 1 124.8 
PPOGOCREC ciacencecidsdecsviesccasecves. TRO 113.0 1 130.9 
Commercial vehicles.......ee. 143.5 151.4 ] 152.2 

162.0 


eccceccee 3. 
120.3 


"3 


and producers' goods: 





e 
c 
Vi 


> nO 


: 4 
© ov-— 


HH e+ 
wi 
FOWRPAUIAK 
Nown orc 


. 


Electrical machinery and equipment.... 150.9 149.0 
Agricultural machinery.......ee. seusce Saei2 134.4 


SOWING WECULDEB cc cccvcccésvicececscsne TSO 127.2 73. 142.8 
Machine tools..... wENeb Guscecdseeteese Seen 146, 180, 147.8 
COMGEEMasccctesvtvcces ‘ Ciawee been 144.2 147.4 17 138.9 
SOGOU SORE cede che eastcccisetevesurs 144.1 132.4 141, 125.2 
VOOLIG COPE BME FOR e viiceccccescccwes 158.4 12h .< 81.4 134.7 
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Exported commodity 
194¢ 
eeeeeereeeeeee ‘TI. 
eee ee ee eeeeee + éa 
eeccceseccces 130.1 
eeeeeeereeee a 3. 
H and hollowware.... 139.1 
He i plumbing 
Veeseeweeeeeeee ee eeeeeeeeeeeene 44 .¢ 





livided by export price 
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Fuels 


and Exported 








Second quarter 
Exported commodity 194 195 1951 ] 


5 


Imported commodity: cotton 


Fuels and producers’ goods: 





WORLi ceeded siventababeecsnce ee 
Petroleum products. ....ccccsevess : 
Iron and gsteel......... Chevabers ees 
TROCTCTBs bi cess ccesesccccteasece eevee IT 9 93.3 1 
Commercial vehicles......sceccsees ie 109.1 
Electrical machinery and equipment... 114.7 
Agricultural machinery , 
SOWing MACHINES... ccccccccccces 1 
Machine tools....s...ee- 1 
ht ST PPV UPE TTR Terreee coccccers 1 
DUTOM FAING.ccccccesccecs onseeccece 109. 


Woollen tops and yarn...... Ceestuenes 120.4 102.5 9. 131.3 
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onsumer goods: 
Cotton woven piece-goods...... 
Woollen woven tissues......... 
Artificial silk tissues....cccccccces 
Men's Cotter apperelsc...cccceccscces 
Passenger cars and chassi8........es. 
PAPO. cscccccccccscvccccecs 
Household utensils and hollowware.... 
Heating, cooking and plumbing 

equipment..... Coe eerrccececerecces ’ 
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Wu 
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Imported commodity: wool 


‘uels and producers' goods: 
DOR) ac aee has cok akin sede ee ae we 32 , 151.¢ 392.9 17.4 
Petroleum products....... ee 75.3 137.9 362 22 105.3 
BER Gas bc b.bc + ceaswakes ces es 90.9 146.7 340.: 95.4 














TIROCOPRS bh ccvccwrekdcecetcewevadsees 76. 111 309.1 100, 
Commercial vehicle@...cccccsvscccscce 3h .7 149.9 351.6 116. 
Electrical machinery and equipment... 9.1 147.5 373.4 1 
ricultural machinery Ga Geuss se 133.1 200.5 
Sewing machines....... eee 5. 329.2 1 
shine tools........ ceenns eects my 14 343.1 113 
hemicals...ese.ee- Senteeces jeekeanhn Be 146, 332.3 106, 
SECON FOFNG. vcccccersoerccvsccececoce 05. 69. ° 
Woollen tops and yarn ..useuee oveceee 3.5 123. 154.¢ 103. 
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Table 21 (continued) 








Second guarter 
Exported commodity 1948 1950 1951 1952 





Consumer goods: 


Cotton woven piece-goods..... Muiankes 88.0 148.8 318.5 120.9 
Woollen woven tissues..... answered os 88.7 142.9 278.4 109.0 
Artificial silk tiesuss....cccccccese 80.4 150.4 366.5 136.1 
Men's Cotton GPPOTOl...ccscccvccccccs 89.1 142.1 308.1 112.9 
Passenger cars and chassis..........-. 90.7 149.4 359.9 120.0 
err eaabass wknvehnies ‘3 75.9 169.0 287.6 86.9 
Household utensils and hollowware. 82.1 144.0 368.9 135.8 
Heating, cooking and plrmbing 
CURTIN 006s nese h0000 eaein ewe as 35.3 154.1 382.3 225.7 

Tmported commodity: copper 

Fuels and producers' goods: 
GORD ns cedorsccnsrdivecesedseesve sneene 96.6 121.4 155.2 138.0 
Petroleum = ods cde ee eeneniawae 91.7 110.8 143.1 123.8 
I Os i is on vk00.coreees raNkes 106.2 117.9 134.4 112.1 
TractOrs..ecscsere Seaewaeds Racbaeawas 88.9 89.9 122.1 117.6 
Commercial “vehicles. beacon ibaseesiee 99.0 120.5 138.9 136.8 
Electrical machinery and equipment... 104.1 118.6 147.5 145.6 
Agricultural machinery......... ee 99.5 107.0 114.0 108.1 
ee ETL OTe TET OT ETT CRT 100.0 101.3 130.1 128. 3 
Machine tools...... hasestete éwacaas 110.6 116.5 135.6 132.8 
CHEMICALS eccccccccccccesscccvccscoces 99.5 117.3 131.3 124.8 
COURER DONG kc hs éccccdnccn cneun sees 99.4 105.4 106.4 112.5 
Woollen tops end yern. sete sser ee 109.3 98.8 61.1 121.0 

Consumer goods: 
Cotton woven pliece-goods.....seesees ; 102.9 119.7 125.8 142.2 
Woollen woven tissues......... Paeanes 103.7 114.9 110.0 128.2 
Artificial silk tissues........seee6. 93.9 120.9 144.8 160.0 
Men's cotton eres: aeauny 104.1 114.2 121.7 132.7 
Passenger cars and chassisS.........+. 106.0 120.1 142.2 141.0 
BONO nos 555 0k 5 6s bs Ub ck 05 cegsesawe’s 88.7 135.8 113.6 102.1 
Household utensils and hollowware.... 95.9 115.8 145.7 159.7 


Heating, cooking and plumbing 
equipment..... Rae e econ bit cxoeeee eae 99.8 123.8 151.0 136.0 
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e 21 (continued) 





Second quarter 
Exported commodity 1948 1950 1951 1952 











Imported commodity: hides and skins 


Ms DaRRRURBAREES ES Vide cse sane ’sé 93.6 114.8 181.6 87.2 
Petroleum products .......seeeeee 88.9 104.9 167.4 78.2 
TeGit GE CHO 63 odes chews seccce 103.0 111.5 157.3 70.8 
ORME, da cruht as ceecene vs Seeecs 86.2 85.1 142.9 74.3 
‘ommercial vehicles ............ 3 66.( 114.0 162.6 86.4 
Electrical machinery and 
equipment ...... Cectasesecrecnce 101.0 112.2 172.6 92.0 
\gricultural machinery .......... 96.5 101.2 133.4 68.3 
Sewing MECHINGE ..ccccccecccccces 97 .0 95.8 152.2 81.0 
MachEtie* GODIN Wisc cecectccovacccs 107.3 110.2 158.6 83.9 
WOOO actdnewice ch ceeiwas eres 6.5 111.0 153.6 78.9 

AO: SUPE ccc pknwietcucss sees 96.4 99.7 124.5 71.0 

pollen tops and yarn ........... 106.0 93.5 71.5 76.5 

nsumer goods: 
Yottcn woven piece-goods ........ 98.8 113.2 147.2 89.8 
Woollen woven tissues ........... 100.5 108.7 128.7 81.0 
Artificial silk tissues ......... 91.1 114.4 169.4 101.1 
Men's cotton apparel ............ 101.0 108.0 142.5 83.9 
Passenger cars and chassis ...... 102.8 113.6 166.4 89.1 
PADOE BAS 6 SSW eEP is 6 Ciew eR Eee cee 86.0 128.5 133.0 64.5 
Household utensils and hollowware 93.0 109.5 170.6 100.9 
Heating, cooking and plumbing 

CQUITMONt ccccvsscccccces peveees 95.0 117.2 176.8 85.9 

Imported commodity: rubber 
els and producers’ goods: 
COMA scm SRSRSEC6o Ce CRA URS EE NS 2% 110.0 144.2 432.6 212.4 
Petroleum products .ccccccccccscs 10b .& 131..7 398.8 190.4 

POR HE. GUGES Si cccccedtebeeeaee 120.9 140.1 374.6 172.5 
Preeti. .ocvss vos ia 4 ee pineees da 101.2 106.9 340.3 180.9 
Yommercial vehicles ....ceccceeeee 112.7 143.2 387.2 210.4 
Electrical machinery and equipment 118.5 140.9 411.2 224.0 
Agricultural machinery .......... 113.3 127.2 17.7 166.3 
OUI RENTED. on ccc ce sec ceces 113.8 120.3 362.6 197.4 
MOCREE MOD ec cccddecsccteseees 125.9 138.5 377.9 204.4 
Be CT Perret cht errr 153.5 139.4 365.9 192.0 
SOCCON ONNUEE Rv navic eae axediocace 113.2 125.3 296.4 173.0 
Woollen tops and yarn ........... 124.4 117.5 170.3 186.2 
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Table 21 (continued) 


Exported commodity 





Consumer goods: 


Cotton woven piece-goods .....+.++.+- 
Woollea woven tissues ....eessenees 
Artificial silk tissues ......+«+.. 
Men's cotton apparel ...csceececees 
Passenger cars and chassis ........ 
PODOP cocceccccceesevccccoseseseece 
Household utensils and hollow ware. 
Heating, cooking and plumbing 
CQUIPMENE .cerecececccsevesvcvenes 


AND CRITICAL 


Imported commodity: 


 \ Pre ryyer rr rrrrrrr rrr Trey 
Petroleum products ...sseeceeeseees 
Trom and Steel .nccccccccccccescecs 
TRACTORS. cc cccccswcccccccccscececcs 
Commercial vehicles .....sseeseeees 
Electrical machinery and equipment. 
Agricultural machinery .......see0. 
Sewing machines ..... Cccecccccsccce 
Machine tools ...eeresserces ecccene 
Chemicals wccccccccccvccccccccccece 
Cotton YOIMS ccccccccccccccsccccecs 
Woollen tops and yarn ..ssseeeeeees 


Consumer goods: 
Cotton woven piece-goods ...+.see0. 


Woollen woven tiSBUeS ....seseseves 
Artificial silk tissues ........5.. 
Men's cotton apparel ..sesesesecess 
Passenger cars and chassis ....se-. 
POPer wececcccccesvccvvessscsescese 
Household utensils and hollow ware. 
Heating, cooking and plumbing 
CQUIPMENt ..eeeeeeeeeseseeeeesens 


1948 1950 
117.2 142.2 
118.0 136.5 
106.9 143.6 
118.5 135.7 
120.7 1h2 .8 
101.0 161.4 
109.2 137.6 
113.6 147.2 

iron ore 

94.5 100.0 

59.7 Lak 
104.0 97-2 

87.0 374.1 

96.9 99.3 
101.9 97-7 

97.4 88.2 

97-9 83.4 
108.3 96.0 

97.4 96.7 

97-3 86.9 
107.0 81.5 
100.7 98.6 
101.5 94.7 

91.9 999.6 
101.9 94.1 
103.8 99.0 

86.8 112.0 

93.9 95.4 

97.7 102.1 





MATERIALS 


Second 
1951 


350.7 
306.6 
403.6 
339-3 
396.3 
316.8 
406.2 


421.0 


142.5 
131.4 
123.4 
112.1 
127.5 
135.4 
104.6 
9.4 
12.5 
120.5 


56.1 


ter 


1952 


218. 
197. 
2hé. 
204. 
el7. 
157. 
245. 


209. 


163. 
146. 
132. 
138. 
161. 
171. 
127. 
151. 
156. 
147. 
132. 
142. 


167. 
151. 


156. 
166. 
120. 
188. 


160. 


NAWI-10 Vi & 


won- 


“IM O fo 


WOOFOFOOVOFLfrO 


ON 
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Table 21 (continued) 


Second quarter 
Exported commodity 1948 195C 1951 1952 





Imported commodity: pelm kernels 


Fuels and producers' goods: 
RE ea wet Gee Ke ks rah ok n'a ew eee SO. 
Petroleum products. J 
CO ME RMR. onc nk 0x6 ds. ken omede 8.3 5.4 115.¢ 86.6 
TYACCORB ce cccccccccesesseccceses eecce Te 
Yommercial vehicles.........++. jone GR; 7 «5 118.9 105.7 
Electrical machinery and equipment. 686. Bel 126.2 112. 


5.2 132.8 106.7 


l2e. 


3 

oO 

m Li 
x 
3 

+ 

Ww 

a 





x 
D ¢ 
a» 


2.5 104. 


vw 
\C 
oO 


yN 
q 


n- 


wn 
~ 





Agricultural machinery 62.7 36 .€ 7-5 53.5 
sewing machines.......- 83.1 81 111.3 9.1 
PIGTHIMS COOLER cccnccccccsacecoccess j2.0 4.3 116.0 102 .6 
Shemicals......e. eee ha Gh Dame aswns 52.7 4.9 112.3 6.4 


COCTON VEINS. -cecvsceseseccsceseces Se .¢ 55.3 91.¢ B86. 
llen tops and yarn..cccrerseeees E 


yr 
~~ 
Ww 
= 


sOnsumer goods: 





tton woven piece-goods..... eecces 55 .¢ 6 .f 7 de 
Woollen woven tiBSues....sereeeeece 06 .% 12.9 4.1 99.0 
Artificial silk tissues.......... oe 75.1 IT .8 123.9 123.6 
Men's cotton apparel....e-.ceeees ee 36.5 4 104.2 102 .€ 
Passenger cars and chassis....«...+.-. 88.1 2 121.7 109.0 


Ike 


PAper.ccccces 1567 109.9 ) 
Household ut 
Heating, cool 

equipment... 


2 
< 
mn 
3 
+ 
i 
- 
1 
r 
fn 
» 
+ 











Imported c lead 
cwinus cxioe- Wed 79.9 131.7 119. 
Petroleum products..... iviee bens On 74.3 73. 121.4 07.5 
TPO SR ORO 0.0:8:604ckccetcasveos ee Pe: 77 .€ 114. 7 «4 
r COPD o.5'0:0 866s seas eves ceantaceee Test 59.2 103. 102.1 
MOTVCIGL VOhicles. > eseccccvedscce 80.3 19 .3 117 115.6 





10 
Le) 


®lectrical machinery ard equipment. 64.3 78. 
Agricultural machinery.....eecesess > 7 


. 
-o 
Wh 
ON 











Onvow-ke OAO0 
r 
+ 
e 


{Q. i] 
Sewing WAcChines.cccccocescccccecece l. 66.6 110. 4 
) EMO POOIBcccccerscescccsssesscee GS 76.7 115. 115.4 
Chewicals....+... coecne Seectdossesee ‘Gee a lil. 103.4 
Cotton 0.5 69.4 90. 97-7 
Woollen ‘ 88.5 65.0 51. 105.2 























nsum goods 

sotton woven piece-goods.. 
Woollen woven tissues.... 
Artificial silk tissues.. 


M ' 


Household utensils and holl 
Heating, 








Men's COttOm apparel..scseeees 
Passenger cars and chassis... 
PAPEL occ ccccesvcccvccccesececs 


king and plumbing 
CQUIPMENT.. ee reeereeeeseeces 


ex 
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Second quarter 








J4O 1950 1951 1952 
33 4 78.7 106.7 

54.0 75.6 35.3 
76.1 19.5 122.8 
64.3 75.2 103.2 
C {Yl 120. 

11.9 59.4 36.4 

a 7. 9 5 

{S.e 123 .€ 

50.¢ o . 125.1 115.2 
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Table 22. United Kingdom: Terms of Trade of Imported Raw Materials 
and Related Exported Manufactures 





: Second quarter 
“ported commodity 1948 1950 1951 195° 


Imported commodity: cotton 


ile MS co notes coe tek cugiadd «s 109.5 109.4 155.1 122.0 

Yotton woven piece-goods.........0.. 113.4 124.1 183.3 154.2 

‘etheth: GLOUNINN es <eesneeccbevancan 114.7 118.5 177.3 144.0 
Imported commodity: wool 

JOOL TOPS GNA FEPHGeccccscssoceccece 93.5 123.0 154.6 193.0 

C100: SUBODDG 6 65.6660 ccsnucncccons 88.7 142.9 278.4 109.0 
Imported commodity: tobacco 

IBAPOCCED c cc rccdecccccevenseccesene 105.9 104.5 128.5 110.2 
Imported commodity: wood-pulp 

Paper and Board..... bnn tau wede eenion 108.3 108.7 155.4 135.3 
Imported commodity: iron ore 

Iron and Stee@l..nccccccccccccscceces 104.0 97.2 123.4 132.4 

PPOOUONO 6s 5455 FNC NKa sce ccd. pase one 87.0 74.1 112.1 138.8 

Commercial vehicles. ..cccccccccsccess 97.0 99.3 127.5 161.5 

POSSONSET COPE. oc ccencecccncsscecese 103.7 99.0 130.5 166.5 
Imported commodity: bauxite 

Aluminium sheetsS...cceeees eieeinaine 124.2 82.5 107.4 100.6 
Imported commodity: copper 

Copper mill products........ ieee 124.1 102.8 103.1 99.0 

Electrical machinery and apparatus... 104.1 118.6 147.5 145 .6 

Copper sulphate....... coccccvecccece 99.4 110.3 90.2 1.1 
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Table 22 (continued) 
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important bearing, i in ° re 
hat indic for ver mmodity r fferer 
in type or . iat aes in position may affect b+. 
| I ; 
; ioes shift in th rigin of commodities after valuati fr 
Y which did or not devalue their currercie reference w mad 





shifts in previous chapters, In explaining divergent vement: 





e in the two countries it is thus necessary to note that ar 
i 





ny diverse character 


ns in purchasing techniques and contract positions after the war 





some of the differences in the period before 1949, 
. Beginning with the fourth quarter of 1949, the effects of devaluatior 
a 

Inited Kingdom import price indices higher than thos f the United 
tes, bviously devaluation affected unit values differently in terms 
n-devalued currency than in terms of ome which had been devalued xpressed 
iollars, the price of a commodity from non-devaluing areas would not be 

red by devaluation but prices in depreciated currency would result ir 
wer dollar prices, by margin within the range of devaluation yonvers 
terms of sterling, goods from non-devaluing countries would be expected t 
se in price by the full 44 per cent exchange appreciation, while commodit 
m devaluing countries would increase by some part of thi lifferent 
ending on the play of market forces and the opportuniti¢ f re 


-term purchase contracts, 


dices measure unit values expressed only ir 

States and exclusively in sterling for the United Eingicm. 
pter 5 of this study gives cross relation indices in which the r 
exchange is also considered, 
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4, The general price trend of United States imports late in 1949 and early 
in 1950 was downward, owing both to the after-effects of the recession in 
1949 and, depending on the origin of commodities, to the effects of devaluatior 


In the United Kingdom, however, the direction was uniformly upward, starting 


, 
from the first quarter of 1950, rising steadily from there to higher peaks 

than in the United States, and dropping less thereafter, 

35. This pattern is subject to a great deal of variation when applied to 
individual commodities, While sterling commodities reacted to devaluation by 
higher prices in terms of sterling, the degree of increase varied considerably, 
depending upon the relative strength of demand. Moreover, varying specific 
market reactions in the United States and United Kingdom caused different 
degrees of post-devaluation adjustments for which raw jute is probably an 
extreme emayie:2 the highest United States index figure after 1949 just bare] 
exceeded 100,0 while in the United Kingdom a high of 188.4 was reached in the 
fourth quarter of 1951, a differential far greater than the devaluation ratio, 
Finally, in the United States a shift to goods from devaluing countries, whose 
price was cheaper in terms of dollars, depressed average unit values, as 
occurred in the case of wool, The United Kingdom, on the other hand, could no 
longer shift from higher priced hard currency sources to any great extent because 
this had already been done nearly as far as feasible to cope with recurrent 
dollar shortages. 

96. Turning to exports of manufactured goods, there is a different pre- 
devaluation price behaviour in the United States and the United Kingdom, 
especially noticeable in consumer goods, In the United States, the general 
trend was towards lower export unit values between 1948 and the end of 1949, 

In the United Kingdom, however, the tendency was reversed, reflecting a 
continued price rise in that period. The explanation for this dissimilarity 
may be found in the different speeds of adjustment of demand and supply 

after the war-in the two countries, In the United States, price controls were 


abandoned early, and the resulting price increases had generally run their 


This was discussed in chapter 2, 
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45; supply he arge t up wit -wer rtages al 
n demand 1 br f pr . it d i 
. in the United Kingdom on and had been 
t by rationing and the eld wn by contr 
er than in the United uné re gradually and 
ut much longer int ° he rising pri 
was further strengthened n-d ar industrial 
, of which the United K while continents 
r tern mpetition we hen only slowly g strength. 
he t-raising effects of devaluation on Unit ngdom export unit 
anufactured made themselves felt only gradually, chiefly 
h the influence of 1 prices; that respect, price 
following Koree stilities overlapped the effects of devaluation and it 
if ult, if not impossible, to separate them, All through 1950 export uni 
1es increased only slowly, 
Thus, by the end of 1950 the general price index of exported manufactures 
significantly differ in the United States and the United Kingdom, 

r 1, however, the price rise accelerated in the United Kingdom rather 
y, sulting, by the nd of the year, in sizably higher indices compared 
the United tes, In the first two quarter f 1952, the upward movement 
nued in the United Kingdom for many producers’ is, though at a reduced 

, While prices of textile yarns and some consumer goods tended downward 

cond quarter, in line with international trends, In the nited States, 

tendency was more pronounced and became visible even sooner, s a res ; 
final period of this study Mmited Kingdom export unit value indice 

nsiderably higher erling than the t tates indices in dollars 

t fference some wh smaller than that observ: for many imported 
ary products, 

} reneral trend should not t ll n 
Vv ped betwe ited Stat for 
s f ex . though, 
zardou f f t mposit f me asses of 
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manufactures exported by both countries, Among items where this difficulty 
seems to be least significant, some sizable differences can be noted in the final 
eriod covered, namely the second quarter of 1952. Thus, the index for exported 
steel products rose to 157.0 in the United Kingdom compared with only 115.7 
in the United States, while the difference in copper products is much smaller, 
177.7 and 159.7, respectively, Similarly there is a large differential in 
tton yarns, 156.5 compared with 109.5, but only a small one in wool yarns ,/ 
145.4 and 141.5, To determine the reasons for the latter differences would 
require cost analysis. 

©, Comparison of the terms of trade of pairs of import and export commodities 
in the United States and the United Kingdom is limited to import commodities 
equally important in both countries and hence included in tables 10 and 20, 
The price rise which devaluation caused in United Kingdom imports was, in the 
second quarter of 1950, reflected in better terms of trade for identical primary 
products in the United Kingdom than in the United States, The higher price 
peak of many such commodities in the second quarter of 1951 in the United Kingdon 
resulted in much better terms of trade for primary products in the United Kingdom 
rompared with the United States, because, as noted, the import index rose higher 
in the United Kingdom than in the United States while, at that time, the prices 

f exports had not risen much in either country, A year later, the position 
was reversed, since export prices in the United Kingdom rose much more steeply 
than in the United States, while differences in the import unit value indices 
were less pronounced, As a result, the amplitude of fluctuations of the terms 

f trade of primary products was greater in the United Kingdom than in the 
United States and the spread between high and low ratios for various pairs of 
commodities was also greater in the United Kingdom, 
101. Individual commodities, however, differed greatly in their purchasing power, 
‘ompared with various manufactures in the United States and the United Kingdom. 
The following chapter mentions some sterling commodities in order to examine 


the effects of devaluation on their terms of trade, 


Including tops in the case of the United Kingdom, 
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a 


Chapter 5 


XASE STUDY OF POST~DEVALUATION 
THE STERLING AREA IN 
KINGD 





The preceding chapters of this report have been exclusively concerned 


with movements of United States import and export prices, and of United Kingdom 
import and export prices, in their bilateral trade relationship with the rest of 
the world. While such bilateral trade may have been in the post-war period the 
most common pattern, it was not the only one; triangu ard or multilateral trade 
was not altogether absent. One triangular pattern of trade, involving the United 


States and the United Kingdom, in the period under review, is of interest because 


® 


it illustrates in a special manner the progressive effects of devaluation cn the 


import and export price movements which are the subject matter of this report. 

he present chapter discusses the relative movement of unit values arising frcem 
the sale of primary products to the United States in terms of a new alternative: 
it assumes conversion of dollar proceeds from such sales into sterling and the 
purchase of United Kingdom manufactures from these proceeds. Conservation of 
scarce dollar resources can be assumed to be the most common motivation of such 
preference for sterling goods, but the relative price advantage available by this 
‘ourse to primary producers after devaluation should not be lost sight of. While 
this course was open to any country able to secure the desired doliveries, the 


best mown example is the operation of the dollar pool of the sterling area. 


3ecause of the general interest attaching to price alternatives in international 


rade, the above-mentioned triangular exchange is here contrasted with two types 


in the 






ch triangular flows had been the rule rather than the exception 
traditional pattern of world trade preceding its collapse in the nineteen 
thirties, Then, however, relative prices had been the prime determinant 
of the direction pattern of trade. It is, perhaps, a measure of the 
change which has occurred, that price relationships have become a matter 
of interested concern only after the direction of a considerable part of 
trade has been pre-determined by priority calls on limited exchange 


availabilities. 
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eylon or India, In the case of wool, a discrepancy arises due to different 
omposition: table 23 is based entirely on medium and fine grades of worsted, 
which form the bulk of United States imports from the sterling area, while the 
index in table 1 includes also carpet wool, mostly of non-sterling origin, which 
id not always move parallel with other types. Finally, a sharp divergence of 
the index of tin metal in the second quarter of 1951 may be expleined by a 
iifference in country origin, related to contract prices, dating from different 
ime periods, for merchandise arriving in the quarter following a sharp price 
break, The average unit value of all imports in table 1 was depressed by sizable 
juantities from non-sterling countries at much lower prices, while sterling tin 
hich arrived at the same time still carried the higher prices of prior contracts. 


ices of United States prices, converted into sterling 


@ 


When compering the in 
post-devaluation rates, with the United Kingdom sterling series (second and 
third lines under each commodity heading), the validity of comparisons must be 
nsidered, In line with the method employed throughout this study, no 
omparison of absolute prices is intended or, indeed, possible on the basis of 
jata presented in the form of indices. It clearly follows that all differences 
between the United Kingdom indices and the United States indices imply different 
movements of average unit values relative to the base year only. With this 
reservation, it is found that in the United States the average unit value of 
rubber in terms of sterling moved consistently higher than in the United Kingdcm; 
the difference is greatest in 1952 because the import unit value fell more 
harply in terms of sterling than of dollars. In jute, however, the reverse 
sition prevailed, due, no doubt, to the divergent intensity of demand for raw 
jute for different end usea;a/ in the case of jute the devaluation differential 
sould never quite make up for the lower market level in the United States. In 
the case of wool the divergence is largely explained by an unusually large premium 
r fine worsted counts in the base year, As this price differential shrank in 
later periods, the average unit value index in the United States, where the sample 


ncluded only worsteds, mostly of the finer type, was depressed; in the United 





As explained in chapter 2. 


5 
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Kingdom, however, the index included all imports containing a sizable share of 
other types, though fine merino wool contributed the largest portion .— 
107. As the next step, the United States import unit value indices, converted 
into sterling as stated, were related to selected United Kingdcam export unit 
value indices (table 24) ,2/ Thus the method of presentation previously applied 
bilateral transactions of the United States and the United Kingdom is now 
ased to relate United States import unit values, converted into sterling, to 
indices of the unit value of United Kingdom exporte against which they could 
have been exchanged. The wide dispersion of terms of trade becomes again evident, 
though this small semple of commodities does not include the pairs which display 
the greatest contrasts. Thus, in the second quarter of 1951, the lowest and 
highest indices for rubber were 291.1 and 408.6 and in 1952 the spread was 
even wider percentage wise, 
105, A comparison of the terms of trade prevailing in the triangular reletionshiy 
with those in bilateral patterns is offered in table 25. It was elaborated by 
relating the import unit value indices of table 23 to export unit values in 
the following order, which corresponds to the listing under each commodity heading 
in table 25: 
US/UK: US import unit value index of sterling commodities, converted 
into sterling, divided by UK export wit value index, 
US/US: US import unit value index of sterling ccmmodities divided by 
US export unit value index, 
UK/UK: UK import unit value index covering all trade, divided by 
UK export unit value index, 
109, The resulting indices represent three types of trade which can be ccmpared 
with each other in tiree pairs of alternatives; for illustration and greater ease 


of formulation only, these directional patterns of trade will be exemplified in 


4/ Available source material for the United Kingdom did not afford a breakdown 
by count, 

: These indices were drawn from tables 17 to 19, with the full year 1949 as a 

~ basis, As mentioned before, devaluation does not appear to have affected 
United Kingdom export unit values before 1950; thus the use of 1949 as a 
base cannot be expected to introduce any bias. 





STOCKPILING STRATEGIC AND CRITICAL MATERIALS 355 


terms of sterling rubber imports into the United States or the United Kingdom, 
exchanged against steel exports, 

10, The first comparison based on the second and third line of table 25 is 

ne cf conventional bilateral trade: rubber would be sold to the United States 

ind exchanged against steel from the latter, or, alternatively, sold to the 

nited Kingdom in exchange for British steel. Relative to the base year - and 

ot, a8 explained before, in absolute terms - the average wit value ratios of 
rubber, and also of the other four commodities, displayed, after devaluation, 
a distinct tendency to move higher in the United Kingdom than in the United States. 


1is outcome is not surprising since in the former all ccmmodity prices had 


ncreased under the impact of devaluation, while export prices of manufactures 


ily rose slightly. In the United States, on the other hand, the prices of 
primary products, with the exception of rubber, had barely begun to rise from 
trough which was deeper than that of manufactured products, as is usually the 
‘ase in recessions. In the second quarter of 1951 the primary product fared ever 
ter, in relative terms, because the price peaks tended to be higher in the 
nited Kingdom than in the United States, as was seen in a preceding section. A 
sar later the difference was reduced, in some instances sharply, since in the 
nited Kingdom import prices fell and export prices rose more steeply than in the 
nited States. In the second quarter of 1952, the comparative index movement 
the terms of trade of rubber in the two countries was even on the verge of 
being reversed, depending on the export commodity used for comparison; thus, 
relative to the base year, the position of rubber was still more favourable in 
the United Kingdom in terms of passenger cars, but, in terms of the other 
anufactures, whose price had risen more sharply in the United Kingdom, its 
sition had already beccme more favoureble in the United States. 
lll. Next, two different types of triangular trade are discussed, in the form of 
& comparison between alternatives of exchange, using rubber and steel as an 
illustration, In the first case, rubber would be sold to the United States. Two 
alternatives for obtaining steel in return can be compared: (a) American steel 
uld be bought in the United States; (b) the dollar proceeds from rubber sales 


‘ould be converted into sterling and British steel bought for it in the United 
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Kingdom. The statistical base for this comparison can be found in the first two 
lines of table 25. In 1950, the indices diverged by nearly the full devaluation 
iifferential. In 1951, the spread was nearly as large, but by the second quarter 
f 1952 the gap had nearly vanished; the steeper price rise of the manufactured 
sommodity in the United Kingdom compared with the United States, had almost 
eliminated the initial advantage in terms of trade which devaluation had imparted 
the exporter of rubber to the former country. In terms of manufactured 

sommodities whose United Kingdom export price index rose less than that of steel, 
the differential caused by devaluation was being narrowed more slowly. Clearly, 
the time required for equalization of terms of trade after devaluation depends on 
the relative rate of cost and price increases of various export commodities, 

112, Similar compariecns could te made of the relative price movements of jute 

r the other commodities. The pattern found for rubber is invariably repeated: 
ievaluation conspicuously improved the terms of trade of the primary product 
relative to exports of manufactures from the United Kingdom. This advantage, 
however, was greatly reduced by 1952, the extent depending on the pairs of 
sommodities compared. 
113. In the second, two different alternatives are compared, both involving the 
purchase of steel in the United Kingdom in return for rubber, again using these 
two commodities for illustration: (a) rubber would be sold in the United States, 
the dollar proceeds converted into sterling and British steel bought in the 
United Kingdom; (b) rubber would be sold in the United Kingdom and British steel 
bought there in return. The statistical base for this comparison is found in the 


£/ 
first and third lines in table 25,.— It shows that the relative movement of the 


indices differs as between commodities, Clearly, in terms of the same United 
Kingdom export commodity, the controlling factor is the relative price movement of 
the imported commodity in the United States and the United Kingdom, compared in 


[It will be realized that one segment of the exchange pattern described 


the example to the first line in table 25, is common 





above, corresponding in 


both cases of triangular exchange, appearing as 111 (a) and 113 (b), 


WO DOU! 


respectively. 





ne 


her, even after the full develua 
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f sterling. Quite naturally, therefore, the imported commodity fared 


tively better if sold in ae country where the import unit price index rose 


4 


n differential had been taken into account 
nverting the dollar unit velue series into sterling. In other words, 


tive to the base year, rubber rose after devaluation more in terms of dollars 


in terms of sterling and by 1952 had fallen more in terms of sterling than in 
s of dollare. Jute, on the other hand, had, after devaluation, dropped lower 


sterling; this differential was reduced in 





erms of dollars than in terms 
urse of the next two years but the basic relationship was not reversed. 
This attempt at analysing triangular trade patterns with respect to relative 

e movements of commodities could be extended to answer more questions for 4 

r range of variables and in greater detail than it could be undertaken in 


study. It may also serve as an example to show that, notwithstanding the 


t dispersion of price movements which emerged from the commodity breakdow, 


*-riding problems such as the effects of devaluation can be studied. At the 


time, the individual causative factors behind these price movements can be 


ed in greater detail than in an analysis of broad aggregates. 
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A 
Table 2h. Terms of Trade of United States Sterling Commodity Imports 
and United Kingdcm Exports of Selected Manufactures 
lee eee 


a —_ 























Seccnd Quarter 
xported Commodity 1948 1g’ 1951 195% 
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arce: For United States imports, table 23. For United Kingdom exports, 
tables 17 to 19. 
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Exported commodity 


Iron and steel 


mmercial vehicles 
(motor trucks) 


Artificial silk fabrics 
(synthetic f brics) 


Passenger cars 


irce? 





Basic index: 
Imports /Exports 


Imported commodity: 


us/UK 78.2 
us/uS 78.8 
UK/UK 90.9 
US/UK 78.3 
us/uUS ves 
UK/UK 84.7 
US/UK 74.2 
us/uUS 56.3 
UK/UK 80.4 
US/UK so a 
us/US 88.7 
UK/UK 90.7 


States, it is given in parenthesis, 


second quarter 


1950 


wool 


146.7 
134.3 
102.5 
149.9 


For imports, table 23; for exports, tables 17 to 19. 
United Kingdom designation differs from that used in the United 


1951 


57.6 
175 .C 


340.2 


205.9 
351.6 


178.7 
366.5 
272.4 
194.1 
359.9 


Where the 


a/ Import unit value index divided by export by unit value index. 


19059 
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Appendix A 


NOTE ON SOURCES AND METHOI 


sources 


The present study is based on the trade statistics of the United States 
nd the United Kingdom. For the United States, the following publications 
f the Bureau of the Census of the Department of Commerce were used: 

110: United >onsumpt ion 


States Imports of Merchandise for 












T 
Report No. FT 410: United States Exports of Domestic and Foreign Merchandis 





Quarterly Summary of Foreign Commerce of the United States 


The Quarterly Summary did not always provide the required breakdown by 


the smallest unit of statistical classification; hence, the quarterly totals 


of value and quantity had to be obtained from the tionthly reports FT 110 and 


FT 410, The reports used for this study were those compilec for special trade,- 


thus excluding imports intc bonded warehouses or free zones and excluding 
exports of foreign merchandise. Valuation of imports into the United State 
approximates values f.o.b. the country of origin; valuation of exports is 
f.o.b. at the United States border. 

For the United Kingdom, assistance by the Board of Trade in supplying a4 
large number of import unit values is acknowledged; to that extent computati 
of value and quantity from quarterly totals were eliminated. For all other 
United Kingdom imports and for United Kingdom exports, import unit values were 
calculated from the monthly Accounts relating to Trade and Navigation of the 
United Kingdom. The recording system applying to the United Kingdom material 
ised in this study covers general imports, excluding trans-shipment under bond 
and special exports, including only produce and manufactures of the United 
Kingdom, and excluding exports of imported merchandise. Valuation of imports 
is at c.i.f. prices, excluding import duties and purchase taxes, that of exports 


is f.o.b. including inland freight but excluding purchase taxes. 


———— 


l As defined in United Nations publications: see the Introduction to the 
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attempt was made to illustrate relevant price movements in internat 
trade by analysinga r ly smal ist of c ities. hus, in the ce 

















Homogeneity was also a consideration in the process of selection. [f the 
lest unit of statistical classification of a commodity included a great 
riety of , Brades, sizes and degrees of manufacture, a change of c a 
would affect the average unit price even if no actual price change took place. 
tema of such obvious heterogeneity had to be excluded from the outset. The 
final selection of commodities, therefore, represents a compromise between ths 
ometimes conflicting criteria of soverage and homogeneity. 
Jee of unit values and retios 
The use of unit values, the quotient of total values divided by quantit 3 
mputed from trade statistics, involves a number of statistical pitfalis.© 
problem, that of homogeneity, has already been mentioned: no 
mmodity classification is ever completely homogeneous, but stati 
jtortion arising from changes in composition is minimized if a sufficiently 
ietailed breakdown into sub-species is available; similarly, het neity of 





3 less disturbing if the commodity is broken down into fairly narrow 


Some sources of error in the statistics were mentix 


Exports and Imports of Under-developed Countries, 
1949, Ii.B.3, pages 136 ff. 





39888 O—54— pt. 5 24 
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categories of size.= Another occasional source of heterogeneity is geographic 


origin, If imports from different countries include commodities purchased at 


iifferent contract prices, the average unit velue will be affected by a change 


f composition, since a statistical breakdown by origin was lacking as 
explained in Chapter 1, known geographical changes which affected the unit 
price were discussed in the text, 

It is evident thet unit values derived from trade statistics do not 
conform to an ideal concept of fully homogeneous commodity classifications. 
Since this problem has been under constant consideration during the course of 


the study, it is not believed that it caused major distortions which escaped 


ttention, As a rule, heterogeneity manifests itself in erratic movements 

of unit values. To cause a systematic bias, a short-run change of composition 
would have to be so large and conspicuous that it could hardly fail to be 
etected by inspection and analysis. None the less, heterogeneity is one of 
the elements which suggest caution in interpreting the results of this study 
too precisely. Hence, small percentage changes in unit value indices should 
not give rise to generalizations. On the other hand, the price movements 
disclosed by this study are of such magnitude that they would not be materially 
affected by distortions caused by lack of homogeneity. 

The relation between export and import unit values is discussed under the 
heading of “related prices of imports and exports", or terms of trade. While 
the latter term is customarily applied to average price ratios of all or most 
exports and imports of a country, in this study it has been extended to include 
price retios of specific export and import commodities, The pairing of export 

import commodities for the determination of relative price ratios offers 

1 almost infinite opportunity for permutations, For the purposes of this 
study, a number of primary commodities which loom large in the import trade of 
the United States and the United Kingdom were selected; they were related to 

number of producers’ and consumers' goods deemed important to under-developed 
countries, Importance is, however, a relative concept since individual 
primary producing countries are interested in different commodities, though 


the variety of their imports is usually wider than that of their exports. While 


telative Prices of Exports and Imports of Under-developed Countries, pages 133 ff 
For srecific difficulties conrected with the use of number or weight es the 
Statistical unit fcr reckinery, cee chapter 2 of the present study. 
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pairs of commodities are listed in the sections on the United States 


out 30C 
i the United Kingdom terms of trade, additional ratios may be computed with 


hslp of the tables listing the unit values of imports and exports separately. 
this study the retio used is that of imports over exports of the United 
ates and the United Kingdom, thus relating primary products exported by 


ss developed countries to the manufactures they import. 
Such terms of trade of commodities are "similteneous price retios”, 
‘erring to transactions recorded by official trade statistics in specified 
eriods of time. This procedure, inherent in the use of unit values, 
mplicitly sets a time for an "exchange” of commodities at the point of imports 
exports at United Stetes and United Kingdom ports, irrespective of the 
time of actual purchase. A quarterly computation still allows for moderate 
me lags between purchase and shipment or, in the case of imports, between 


shipment and arrival; clearly, more prolonged delays in producing goods 
export, including those inherent in long-term contracts, affect average 
the transactions recorded in any one 


that period and others 


lag behind market prices 


for 


iit values in a characteristic manner: 
time period represent a mixture of goods purchased in 


contracted for at earlier dates. Hence, unit prices 
from three to six months, Moreover, in times of sudden large changes in 
prices, a sizable change in the composition of trade in the same commodity 
t+ different purchase prices, is apt to cause fluctuations in average unit 


values, discussed at numerous points in the study. 
Another more subtle type of time lag fails to be reflected in simultaneous 


rice ratios. If a primary producing country contracts for goods subject to 
ong delivery delays and does not earmark proceeds from current exports for 


heir payment, an intermediate drop in commodity prices would bring about 
worsened terms of trade, compared with those prevailing at the time of contract; 
same situation would occur if the goods had been bought on credit, for 


payment from future export proceeds, 
The problem of including trensportation costs in the unit values deserves 

ecial attention, In the United Kingdom, import unit values include 

the port of arrival; in the United States, however 


transportation costs to 
in most cases adjusted to approximate values at the 


statistical entries are 
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point of shipment, For the purpose of this study it was considered neither 
necessary nor feasible to adjust United Kingdom unit values to an f.o.b. basis, 
or, conversely, United States unit values to a c.i.f. basis, for reasons to 

be set forth presently. 

This study is not concerned with absolute prices but with price movements 
relative to a base year. Hence an absolute increase in transportation cost 
would not affect an index so long as its proportion to the c.i.f. unit value 
of which it forms a part remains unchanged, The extent of such a divergence 
is minimized by the fact that prices and freight rates tend to move in the 
same direction. Moreover, wherever transportation cost is only a relatively 
small component of c.i.f. prices, any divergence of transportation costs and 
prices would cause only a small change in the price index. As pointed out 
in Chapter 3 this can reasonably be assumed to apply to most commodities included 
in this study, though possibly in the cases of commodities which are inexpensive 
and bulky, and have to be hauled over long distances, an increase in transportati 
costs disproportionate to the increase in price took place. On the whole, 
however, the effects of divergent changes between transportation costs and 
prices can be assumed to be relatively small compared with the magnitude of 
price swings characterizing the period investigated, 

While it was reasonable to assume that an adjustment of c.i.f. unit 
values was not essential, it would have been desirable had not the difficulties 
appeared formidable, Statistics of freight rates areseverely limited in type 
and coverage. Variations between conference and non-conference rates and 
between these and individual charter rates are large, and their effect on the 
movement of specific commodities is hard to assess. The arbitrary elements 
involved in an attempt at adjustment within the limits of the present study 
may well have led merely to the assumption of relative insignificance set 
forth in the preceding paragraph. 


Jonstruction of indices 


The problems involved in weighting individual price ratios for the purposs 


of combining them into group indices have been discussed at length in the 
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lik h resent one, there did 

favour of ither of the two method 
weighting. A few consideratio 
more appropriate method for the 





























study. The "current base” for eleven out of fourte« e per 
ld be three months, rather short period for a quantity weight. Yearl 
1@ a wider base were, on the other hand, available for 194 1 194 
therefore, one of these yearly figures were used as t 3 x x 
shting, the more volatile quarterly figures could be elim t for 
hting purposes. Moreover, fixed base weighting would keep fluctuat 
santity from being reflected the index and would make price change 
ding periods more comparable.< 
he indice:, presented in this study are, all of t 2 L 
speyres) type. In other words, they measure the average c pr 
commodity "basket" of indentical base year composition thre ‘ 
rge number of tests were, however, made to determine whether current 
ghting (Paasche-index) would produce substantially different index nun 
jeviation, indicating a change in the group's com would t 
thy of attention. In most cases, there were no discrepa , or onl 
gnificant ones between the two types of index, n t 78 BE here t 
ige in composition seemed significant, it ned the text or 
footnotes to the tables. 
lthough in sele a base year rw ting f , 1946 mig 
ra more nearly “normal" year than 1949 - provided any standard of 
tive normalcy could be stablished in t - in 194° t 
tate troduced more detailed stat tions w 
tt 3 many instances, weight g dD) sub-groups. 
t ivantage would have been lost if 1945 were selected the be 
‘ The year 1949 was therefore adopted as a bas n t 2 om vé 
elati rices of t nd Imports of Un leveloped intri 
ff ° a ~ 7 ’ 
‘ t. 8 th bservatior ar i rnal, 
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annual prices may reflect the effects of the devaluations which occurred late 
in September of that year. Since this study deals with unit values instead 
of prices, the inherent time lags tend to minimize the effects of devaluation 
on the annual total. By showing the first nine months and the last three 

months separately in the tables, the consequences of devaluation, which 
ccurred in the fourth quarter, become visible. 

The system of grouping commodities which was adopted for constructing 
the combined indices was determined by the stated aim of the study: to provide 
a detailed insight into the price movements of classes of commodities. When 
individual commodities display divergent price movements their aggregation into 
the traditional types of comprehensive index tends to blur the differences 
which are of interest to countries trading in such commodities. Therefore, 
in the field of primary products only sub-species of the same commodity were 
combined into a single index. 

For manufactured goods, a functional approach was adopted; they were 
jivided into classes of producers' goods and of consumers’ goods, rather than 
into semi-manufactures and manufactures. The system of combining all items 
nade of a single or of a heterogeneous group of raw materials, irrespective of 
the stage of manufacture, was not adopted for this study. An index, for 
example, of "non-ferrous metals and manufactures thereof" contains a great 
variety of items whose price movement is determined not only by divergent 
raw material prices but by different ratios of raw material costs to total 
sosts at various stages of manufactures. Even an index of "iron and steel 
and manufactures thereoi" conceals substantial variations in price movements; 
as the study disclosed, basic steel mill products tend to advance in price 
more than consumer goods which in time may be of less interest than essential 
producers' goods to a country in a more advanced stage of development. 

Only closely related commodities were combined for the indices shown in 
this study; they were as homogeneous as possible from the point of view of 
end use and, wherever feasible, they were comparable with regard to the 
stages of manufacture from related raw materials. Thus, among producers’ 


goods, the index for iron and steel includes only basic mill products and 


excludes consumer goods; in the textile group, yarns were listed as producers’ 
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ods and fabrics as consumer goods and, in addition, they were subdivided 
types of fibre. Some exceptions had to be made, however. The 
yup includes very different products if the functional criterion of end 
applied. Any grouping of chemicals is inevitably heterogeneous and fo 
mat reason the combined index was supplemented by partial indices of more 
sely related items. Moreover, the chemicals selected for listing am 





“oducers' goods are chiefly raw materials or intermediate products used in 





stry; a number of component items, however, had to be excluded because 


hey so obviously lacked homogeneity. Finally, among consumer goods 


a 
4 
Ec 

a 
n 


ike household utensils and hollowware, or heating. cooking and plumbing 
>quipment, were combined on the basis of related end use; this involves 
easure of heterogeneity which is, however, less pronounced th 
n most traditional index groups. 


The reservations in this appendix regarding unavoidable defe 


nd methods imply a need for caution in interpreting the findings of th 


ings 





me sources of error, as shown, are inherent in the material; tt 


errors in computation also cannot be excluded. On the wh 


ole, it would 
onc hanges in the 
indices, since the margin of error in such a study may be fairly large. No 
efinitive tests cf significerce eppe*r possible but, in general, the magnitude of the 
1ovement of the indices is so large that statistical errors will probably no 

affect the over-all picture. 
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Table 9, United States: Unit Value Indices of Exported Consumer Goods 


Peper end board: 


Newsprint, standard 

Book paper, uncoated 
Wrapping paper, kraft 
Cigarette paper 

Container board, kraft 
Writing paper, except fancy 


Cotton fabrics: 

Gray sheeting, not over 40 inches wide 

Gray printcloth yarn fabrics, construction 
above 36x32 count 

Bleached sheetings, not over 40 inches wide 

Bleached sheetings, over 40 inches wide 

Bleached carded broadcloth 

Bleached printcloth 

Printed printcloth 

Denims 

Chambrays, cheviots and shirtings 

Voiles, organdies, lawns and batistes, combed 


Heating, cooking and plumbing equipment: 
Bathtubs, iron and steel 
Lavoratories, sinks and other sanitary 
articles, pottery 
Gas stoves, ranges, and room and water 
Kerosene cooking stoves 


Table 18, United Kingdom: Unit Value Indices of Exported Producers' Goods 


Iron and steel: 
ooms, billets and slabs 
of steel other than alloy steel: 
‘lats, 5 inches and under in width; other, 
including rounds, etc., under 3 inches 
Angles, shapes etc., other than channels 
and sheet piling 
Sheets, under 1/8 inches in thickness, galvanized 
Black sheets 
Welded tubes 
Tin-plate 
Steel 
Wire, sing 1d stranded, ex 
Cable and rope, insula 
Barrels 5 
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Electrical machinery and equipment: 





Lamp bulbs, filament, complete 

Batteries, primary, complete 

Batteries or accumulators, motor vehicles UN 
Motors and parts 

Transformers for lighting, heating and power 
Generating sets, driven by Diesel engines 





Chemicals: 


Acetone 

Carbonate of soda incl. soda ash 

Caustic soda 

Acetate of lead, litharge, red lead 

White lead (basic carbonate) 

Ammonium nitrate 

Ammonium sulphate 

Copper sulphate 

Tetra ethyl lead 

Vinyl resins and other plastic materials 

Moulding powders: cellulose acetate, phenol 
and cresol, urea formeldehyde, others 


United Kingdom: Unit Value Indices of Exported Consumer Goods 


Table : 


Heating, cooking and plumbing equipment: 


Stoves, grates and ranges for domestic cooking, 
for coal and other solid fuels, for liquid fuel 
Gas appliances and parts, cookers, stoves, hot 
plates, grillers, gas rings and the like 
Sanitary ware, of earthenware and of fireclay 
Baths of iron or steel, wrought enamelled 
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EXPLANATION OF SYM3OLS 


™e following symbols have beea veed *thmoughout the report: 


Three dots (...) indicate that catn are not evsilable or are not separately 
reported, 


A dash (-) indicates that the emout is nil or negligible. 

A blank in a table indicates that the item is not applicable. 

A minus eign (-) indicates a deficit or decrease, unless otherwise stated. 

A full stop (.) is used to indicate decimals. 

A comma (,) is used to distinguish thousands end millions. 

A slash (/) indicates s crop your or fisccl yeer, evge, 1950/1951. 

Use of a hyphen (-) between dates representing years, e.g., 1934-36, normally 
signifies an annual average for the calendsr years involved, including the 
beginning and end years. "To" between the years indicates the full period, e.g., 
1947 to 1949 means 1947 to 1949, inclusive. 


References to "dollars" indicete United States dollers, unless othervise 
stated, 


Details an¢ percenteges in tables do not necessarily edd to totals, because 
of rounding. 
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INTRODUCTION 


This peper was prepared iu response to the resolution 623 (VII) adopted 
by the Generel Aesenbly on 29 December 1952 which inter-alia requests "the 
Secretary-General to include in the study being prepared in compliance with 
Economic and Social council resolution 427 (XIV) an estimate of the financial 
repercussions which changes in the terms of trade between primary commodities 
and capital goods and other manufactured articles psoduce on the national 
incomes of countries in the process of development, aad an analysis of the 
distribution of those incomes". The stucy in response to resolution 427 (XIV) 
of the Council is presented to the sixtcenth session of the Council as E/2455, 
"Relative Prices of Primary Products and Manufactures in International Trade". 
These two documents should, therefore, be read conjointly. For the purpose of 
the present report, it was considered thst countries in the process of economic 
development were generally emong those exporting primary products. 
2. It may be noted, first, that the impact of fluctuations in export prices is 
quite different from the impact of changes in import prices, both with respect 
to the sector of the economy immediately affected and to subsequent repercussions, 
This makes it difficult to eaalyse the consequences of simultaneous changes in 
impor and export prices end to separate them from the effects of other economic 
variables, particularly during short periods. 
3. In the second place, the effect of changes in foreign trade prices depends 
not only on the direction, magnitude and durstion of such changes but aleo on 
the structure and the cheracter of the economy in question. The ultimate effects 
differ both in nature and in magnitude in accordance with the extent of 
industrialization in the economy, its degree of diversification, the composition 
and the relative importence of ite foreign trade and its geographical distribution 
4. In view of the fact that changes in the terms of trade taking place during 
& short period of tize cannot easily be isolated from the complex of economic 
forces which act end interact withir snd upon any country, the quantitative or 
statistical relation of changee in the terms of trade to observed movements in 
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such variables as the national product, employment levels and price levels, 
frequently does not yield an adequate picture of the nature and strength of 

the causal influences at worn. However, a comparative analysis of trends 
supplemented by non-statistical information often permits a general qualitative 
evaluation of the inter-relations between economic variables and of their 
relative contribution to observed developments. 

5. Part I of the present paper contains a summary of the conclusions of the 
analysis, and is followed in part II by a discussion of certain characteristics 
of movements in the terms of trade and of their primary and secondary effects 

on the economies of the countries. Part III is concerned with the analysis of 
observed economic developments in a number of primary producing countries during 
the period from 1948 to 1952, in the fields of balance of payments, output of 
goods and services, course of domestic prices, distribution of income, government 
revenue end investment. This approach has the advantage of permitting a general 
eppreisel of the effects of the operation of certain economic forces upon 
countries with quite different economies, The illustrations offered in this 
appraisal were derived from a number of case studies of primary producing 
countries which were selected to include examples of different stages in 
development, types of exports, geographical location and currency affiliation as 
well as of differences in the degree of diversification and in the relative 
contribution of foreign trade to national product .2/ In addition to these case 
studies, use was made of a number of recent reports, particularly those from the 
United Nations regional economic commissions. 











1/ The countries studied are Argentina, Australia, Brazil, Burma, Ceylon, Chile, 
Egypt, Malaya, Mexico, the Philippines, Southern Rhodesia and Turkey. 
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Part I 


SUMMARY AND CONCLUSIONS 


6, ‘The analysis of trenis in the international trade of primary producing 
countries shows striking disparities between the mgnitudes of movementa in 

prices and of movements in volume, Both for the primary prolucing group as a 
whole and for the mjority of infiividual countries, fluctuations in the velue of 
foreign trade between 1948 and 1952 were due principally to price changes ani 

only to & very moh smller extent to changes in quantity. These trenis departed 
from the pattern prevélent in the past in which the amplitude of fluctuations in 
quantity exceeded that of fluctuations in price. 

7. The generel trend of export prices in unier-developed countries was slightly 
downward in 1949 and the early pert of 1950. However, during the second helf of 
1950 and the first half of 1951 an intense upward movement wes recoried; this was 
followed firet by a levelling off ani then by a decline which lasted throughout 
the first six months of 1952. The above pattern was most mrked in the case of 
prices of raw mterials, which on the whole showed the highest degree of 
instability both in the upswing after mid-1950 and in the succeeding decline, 
although the pricee of iniividuel commodities exhibited striking disperities as 

to both trends ani amplitude of movement .= In general, food prices showed a moh 
greater degree of stability. Among the prices of foodstuffs, thone of cereals 
appear to have benefited least from the expansion of international demand, For 

e mmber of them, the trenie were downward during the early part of the period, but 
rose after 1950. The prices of certain tropical foodstuffs, however, showed mich 
greater variability. 

8. With respect to imports, average unit value as well as many individual prices 
moved slightly downward in 1949 and the first six months of 1950. Although there 
were differences among commodities ani commodity groupe,“ the general trent was 
reversed in the secomi half of 1950. Thereafter import prices rose at 4 molerste 
rete throughout 1951 ani the first six months of 1952. In «4 number of primary 
producing countries which are large importers of cereals ani textiles, the trend 





2/ See eleo 2/2455. 
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in the prices of these groups contributed to diminish the inorease in average unit 
values of imports. 

9. For primary producing countries as a whole, the terms of trade improved at a 
moderate rate in 1949 and the first six months of 1950, In the succeeding 
twelve-month period the favoureble movement wes more repid, but was followed by a 
setback which by the first half of 1952 had brought the terms of trade for the 
group down to the level of the first half of 1950. 

10. The terms of trade of individual countries reflect the fluctuation of their 
export and import prices. As may be expected, countries exporting prim ry rev 
materials that were in short supply fared significantly better then the average, 
whereas some cereal exporting countries were among those which showed unfavourable 
trenis in their terms of trade. 

ll. As was pointed out above, the fluctuations in export prices ani terms of 
trade from 1948-1952 did not lead to changes in the voluio of exports of compareble 
intensity. For primary producing countries as 4 whole, the quantum of exports 
varied in the same direction as averége export prices but the rate of change vas 
moh smller. Fluctuations in export proceeds paralleled those in unit values of 
exports throughout the period, increasing until the middle of 1951, ani thereafter 
declining to & level somewhat above that of the first half of 1950. 

12. In many countries the rise in export prices in 1950 and 1951 was accompanied 
by an increase in the profits earned in the export sector. In some countries 
where export industries are owned by non-residents, the amounts of investment 
income remitted abroad also tended to grow. 

13. Moreover, in many countries the foreign exchange reserves of govermments ani 
central banks rose greatly until 1951, only to fall in 1952. Im other cases, the 
rise in the value of exports was followed by outward short-term capital movements, 
inoluding repayment of short-term borrowing by the authorities. After 1950, the 
inflow of long-term capital into under-developed countries as a whole increased 
moierately, although the additional amounts were smaller than the gains from trade, 
14, With respect to output, production for export in many countries grew only 
moderately, even among the countries which benefited most from favourable trenis 
in export prices. The mjor exceptions were found in countries where the capacity 
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of the export industries wee being expanded or in countries recovering from war- 
time damage. The low levels of inventories of export commodities in many 
exporting countries also contrituted to the inelasticity of the volume of exports 
from 1950 to 1952. 

15. In almost all countries, the output of goods and services grew faster in 

the non-export sectors. The mgnitude of increases in production (relative to 
gains arising from the improvement in the terms of trade) was greater in countries 
where manufacturing industries were more developed anf diversified although the 
contribution of mamfacturing production to the rise in the gross national product 
was sometimes limited by the inadequacy of resources or the lack of manpower due 
to the achievement of full employment. The development of mmfacturing 
industries further facilitated the mintenance of employment and production during 
periods of adverse movements in the terms of trede, 

16. Other instances of relatively large increases in production for domestic use 
were found in countries where both the levels of economic activity ani the 
oapacity of major branches - including in certain cases agriculture ani transport - 
were being expanded by public or private investment programmes. 

17. Im some countries - particularly among those in which the industrial bese is 
narrow and undiversified - the rise in commercial activity was one of the mJjor 
factors in the growth of the total geographical output of goods ani services during 
periods of rising terms of trade, as well as in the deoline during adverse periods, 
18. Fluctuations in external prices clearly influenced the course of domestic 
prices and the distribution of incomes, However, actual trenis in each country 
were also determined by many other variables, and external prices were not always 
the decisive factor. 

19, In most of the countries reviewed domestic prices rose during the period 19h8 
to 1951. In many instances the trend of wholesale prices was perhaps closer to 
fluctuations in import prices than to those in export prices, except in some 
countries in which foreign trade is emll compared with the geographic product 

or in food exporting countries whose local markets for export products are 
relatively large. 

20. In many of the countries importing cereals and textiles, relatively stable 
trends in the prices of these commodities contributed to diminish infletiomry 
pressures. In other instances, the increases in the production of domestic 
mmfactures or fooistuffs also acted in the same direction. 


39888 O—54—pt. 5 25 
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21. Wuployment increased efter 19868 in the m jority of the countries for whic! 
information is avsilable. The rise in employment was related to the growth in 
econemice activity resulting from the improvement in the terms of trade ant other 
reasons, 

22. In many of the countries, aggregate reel wages increased, although at a lower 
ami steadier rete then other incomes. Real wege rates were stable or rising, but 
less #0 than employment. In some instances, real wage rates contimed stable or 
rising in 1952, in spite of the reversal of the terms of trade, but in these 
instances employment tented to level off. 

23. Public reveme increased, in real as well as in money terms, throughout the 
years 1988 to 1952, following the rise in the value of exports ani in the gross 
geographical product. However, the rise in revemie initially lagged behini the 
increase in the total product, but in 1952 upward trenie in tax reveme contimed, 
in spite of the fall in the value of exporte and in the gross product. 

24, Capital formation increased at a faster rete than geographical product in « 
mumber of countries. The inflow of foreign capital was comparatively low, ani in 
come instances it was more than offset by the outward flow of short-term investment 
emi the accumletion of foreign exchange reserves; in extreme cases, these outward 
movements equalled or exceeded total capital formation. 

25. The existeme of long-term investment programmes, public or private, in «4 
mumber Of countries permitted them to channel 4 significant fraction of the 
e4d4itioml savings accompanying the growth of incomes into productive investment, 
tims contributing further to the expansion of the level of production ani to the 
improvement of the standard of living. 
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Part II 


NATURE AND CHARACTERISTICS OF CHANGES 
IN THE TERMS OF TRADE 


Tne sections which follow in part II of this report are concerned with 
“tain theoretical features of changes in the terms of trade. Howevor, the 
(ecussion ig not intended to present an exhaustive review of the questions 
nvolved, but rather to show, in a brief and preliminary manner, the essential 
laracteristice of changes in export and import prices and certain causal 
relations between the terms of trade and other economic factors, with a view 
facilitating the interpretation of observed trends in primary producing 
untries, discussed in part III of this paper. Owing to the complexity of 
the caugal influences, only the more essential features are discussed here; 
an enalysis such as thie gust of necessity underplay the role of autonomous 
factors and other variables not closely related to changes in externa! prices, 
.lthough their precticel importance may be considerable. More elaborate 
treatment is beyond the limits of this paper and for this reason was not 
attempted here. 


The Role of Forei Trade in the Economies of 
Primary Producing Countries 


The terms of trade constitute only one aspect of foreign trade 
relationships .2/ The influence of changes in the terms of trade on the economies 
f primery producing countries can therefore be analysed only if the nore 
neral e°fects of foreign trade on these countries are taken into account. 
Statistically considered, exports and imports represent a larger share 
f the gross geographical product of many primary producing countries than of 
st industrialized countries. Foreign trade tends to be most importent emong 
less developed countries, especially if only the exchange sectors of their 
sonomies ere taken into account, that is, exclusive of subsistence egriculture 
sector. 





In this paper, the expression "terms of trade” denotes barter terms o¢ 
trade and is statistically equivalent to the ratio of the export pri-:? 
index to the import price index, stated as a percentage figure. 
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29. In e oumber of countries, uneven development intfm past led to the 
concentration of capital resources and skills on industries which met the 
demand for foodstuffs and raw materiale from the industrialized countries, while 
other industries not so closely related to world markets remained relatively 
undeveloped. Thus, wide differences have appeared with respect to amounte of 
capital employed, organization of production and processing, size of 
enterprises, productivity and over-all efficiency between the export sector, 

on the one hand and domestic economic activities, on the other. This trend has 
enhanced the significance of the export sector in relation to the rest of the 
economy and has made countries particularly sensitive to vicissitudes in the 
export trede and to changes in the avail«>ility of importe. 

30. In a few countries that are in the _rocess of development, the substitution 
of domestic for imported goods has reduced the statistical ratio of imports to 
geographical product. In most of these countries, however, the degree of 
dependence upon imports has remained important and it may even have increceed 
because of the consequent expansion in their demand for the raw materials, fuele 
and capitel goods essential to maintain - or raise- tis level of industrial 
production. Some of these countries, moreover, also depend upon imports for 
certain of their basic foodstuffs. Hence, in the ebsence of import controls 
any substantial contraction in export earnings may be felt in the supply of 

rev materials or fuels required for the normal operation of manufacturing 
industries. 

31. Another influence of foreign trade on under-developed countries results 
from ite leck of stability, evidenced by the magnitude and frequency of the 
fluctuations in both the volume of trade and the prices of commodities. 
Consequently, under-developed countries specializing in raw material exporte 
often exhibit, at least in their commercial export sectors, greater instability 
than is normally found ion wore industrialized countries. 

32. Moreover, the prices of the exports and imports of under-developed 
countries - and sometimes the volume of exports as vell - are determined in 
foreign markets by forces almost entirely outeide their control. In the case 
of exporters of raw materials, in general, the demand for their products depends 
chiefly upon the current level of industrial production and income in more 
advanced countries and on expectations concerning the future of production and 
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prices, and, in the case of exporters of foodstuffs, also upon the standard of 
living of the industrial population. The relatively emall individual 
participation of under-developed primary producing countries in the total volume 
of world trade in industrial goods tends to minimize the effects of changes in 
domestic demand upon the price level of their import goods. Although a few 
primary producing countries may sometimes influence the nature, volume and prices 
of their exports by appropriate government policies, the results for any 
individual country ettempting such a course of action are apt to be disappointing: 
in the first place, the possibilities of substituting goods from other areas or 
other products including competing synthetic pmuocts, tend to lini* 

the effect of output restrictions on the world price of the commodities 
concerned; in the second place, unilateral attempts to expand the volume of 
exports merely tend to reduce prices and, because of the inelasticity of the 
demand for rew materials and foodstuffs, to limit the increase in proceeds 
accruing to the exporting country. 2/ Purthermore, internal markets for the major 
exports of under-developed countries are usually too small to permit a 
significant shift away from foreign markets, though there are some isolated 
exceptions, including foodetuffs - particularly certain basic foodstuffs, the 
supply of which ie inelastic. 

33. To sum up, foreign trede influences are multiple and interrelated. Changes 
in the relative prices of imports and exports are only one of the ways in which 
they become manifest, but the effects of such changes on economic activity in 
under-developed countries may be widespread and, in their cumulative results 

over a period of time, sometimes decisive. 


2/ See United Nations, Economic Survey of Latin America, 1949, chapter II, 
(Sales No. 1951.1I.G,1). 


3/ However, market shifts are likely to be more frequent for some of the minor 
exports of both primary and manufactured goods. In such cases, however, 
producers may improve their domestic outlets during periods of expansion only 
to find that increases in the cost of production incident to the general price 
rise at home have weakened their competitive position in foreign markete. 

In extreme cases deterioration in cost-price relationship ie likely to lead 
to a reduction in output. 
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34. Primary producing countries are, however, often capable of increasing the 
contribution that foreign trade makes to their economic development. First, 
these countries retain subdstantiel control over the nature and volume of their 


Oa De 


imports and may take steps to adjust th the composition of their importe in in 
accordance vith the needs of their Somestic economies and the resources at their 
disposal. Second, governments may institute measures to increase the Proportion 
of the value of exports retained within their economies and to reximize the 


internal flow of incomes arising out of a given volume of exports, guiding the 
use of the additional income so as to further the process of economic development, 


ome ee 


Character of Changes in the Terms of Trade 


55. In the present context four aspecte of any movement in the terms of trade 
may be mentioned: its locus or point of incidence, ite direction, ite intensity 
and ite duration. Each of these will be examined briefly in this section with «a 
view to indicating the nature of the economic effects it is likely to have. 


The locus or point of incidence 


36. Since the terms of trade represent a ratio between two rrice levels, a 
change may be occasioued by a movement of either of the variables separately or 
of both simbltaneously. The effects of such variation in the terms of trade, 
however, are likely to differ according to whether the change occurs in export 
prices or in import prices. 

A rise in export prices resulte in an increase in money income realized 
in the export sector from a given quantity of exports. At the same time, it 
tends to induce an increase in the volume of production in export industries. 
It usually accrues initially to a relatively emall fraction of the population, 
even in cases where export commodities are produced by a large number of small 


producers. 

57. Import prices generally affect coste in the economy as e whole; hence their 
influence is ucually more widespread than that of export prices. Producers 

are affected to the extent that they use imported equipment, raw materials and 
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fuels, while consumers are affected to the extent that imported goods enter 

into consumption. Hence, an improvement in the terms of trade resulting from 

a fall in import prices initially affects a larger group than when the 
improvement results from a rise in export prices. 

38, The succeeding sequence of events is aleo likely to be different. A rise 
in export prices tends to stimulate the output of export commodities directly 
and aleo tends to influence the output of domestic industries owing to the 
increase in demand from the recipients of the incomes initially accruing to 

the export sector. A fall in import prices tends to lower the general price 
level or to increase importers' margins, or both, and may be followed by a 

rise in the volume of imports, or it may facilitate an increase in the production 
of industries using imported raw materials, fuel and equipment. The process 

by which these two sets of causal influences affect the economy of es primary 
producing country es a whole are discussed in more detail in the next section of 
this report. 


Direction of the change 


39. There are a number of ways in which changes in the terms of trade may 
materialize. A rise in the terms of trade may take place when both export 
prices and import prices rise, the former increasing more than the latter, or 

it may take place because of rising export prices and falling import prices, 

or it may occur when both export prices and import prices fall, the latter 
falling more than the former. This last type occurs least frequently in primary 
producing countries. Conversely, a fall in the terms of trade resulte from 
changes corresponding to those enumerated above. 
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40, In the past, owing to the fact that forces generated in the more 
industrialized countries have exercised a prepomerant influence over price 
trenis in world mrkets, the unit values of importe and exports of primry 
producing countries have tended to vary in the same direction, higher export 
prices being accompenied by higher import prices and vice versa. Movements 

of import and export prices in opposite directions are mich less frequent, and 
are sometimes essociated with changes in price trends such as those that 

ocour at the turning points of a trade cycle. 

41. During periods of rising prices, higher money incomes accruing to the 
export cector are offset, in whole or in pert, by the higher cost of imports 
and, during a period of falling prices, lover incomes tend to be counterbalanced 
ty falling import costs. Thus, in broad terms, when the prices of imports 

and exports move in the same direction they tend to cancel each other's effect 
on the real product of the exporting country. The infleiionary and deflationary 
influences, however, tend to act in the same direction and are thorefore 

likely to aggravate the instability of the economy, 


Invensity and duration of the change 

42, The effect of trade fluctuations in any country clearly varies vith 

the amplitude of price fluctuations in the particular commodities in which it 
deals, Experience has shown that producers concentrating on such industrial 
rev materials as cotton, copra and rubber, and euch non-eteple foodstuffs as 
pepper and cocoa, are subject to much greater variations in price - doth 
year-to-year and cyclical - than producers of cereals, such foodstuffs as 

tee ani bananas, and many minerels.~ 





4/ See United Nations, Sagopa in Export Markets of Under-developed 
Countries (Sales No,: ell .A.1), chapter 2, 
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43, The effecte of changes in the terms of trade on the economy are a function 
of their intensity and duretion.2/ The effecte of a emall fluctuation - or 
even one of greater intensity but short duration - my be dispersed in many 
corners of the economy and cushioned by such items as financial reserves, 
commercial inventories or consumer durables. Fluctuations of greater 

eeverity or longer duration my lead to cumulative effects and may even produce 
etructural changes (for example, in the importance of the export sector of 

the economy) or may greatly affect the financial strength of the government, 
44, First, the nature and strength of compensatory forces vary greatly, 
according to the duration of movements in the terms of trade. Short-term 
changes are particularly susceptible to countervailing influences, and many 

of their effects on the economy become apparent only after an intervel, In 
any event, a change in the terms of trade in due course influences the level 

of economic activity. If a reversal then takes place in the direction of the 
movement, this will force (again after an interval) a revision of expectations 
and investment decisions. An alternation of favourable and adverse changes 
in terms of trade of short duretion and great intensity, such ae that experienced 
in ths post-wer period, tends therefore to delay or prevent the emergence of 





5/ According to the study cited above, average fluctuations in the prices 
of primary commodities during the period 1901 to 1951 amounted to about 
14 per cent from year to year. But primary producers’ “vulnerability to 
price fluotuations was greatly increased by the fact that year-to-year 
movements tended to be in the same direction for two to three years at a 
time” (page 5), so that oyclical price declined and rises each averaged 
about 27 percentage points - and as high as 40 pointes for individual 
commodities, Secular changes (as measured by a seven-year moving averages) 
occurred at a slower annual rate, of course, but the cumulative long-trend 
movements resulted in total changes which "were greater than the normel 
total cyclical amplitude”, Purtho~nore, according to another United Nations 
etudy, Relative Prices of orts and Importe of Under-developed Countries 
(sales No.: 1949.11.5.3), page ©3, -averege prices of primary o ities 
relative to manufactured goods have been ceclining over a period of more 
than half a century. By 1938, the relative prices of primary goods had 
deteriorated by about 50 points, or one-third, since the beginning of the 
period / the eighteen-seventies 7 and by about 40 points, somewhat lees 
than 30 per cent, since 1913". By 1947, the 1929 position had almost been 
regained, but most indices remained one sixth or one seventh below the 
1913 level. 
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secondary effects on the econo. At *he eome time, hovever, it eggzavates 
the difficulties in the way of economic development, fcr the heightenod 
uncertainty concerning future trends, amd the repermussiona of succesaive 
disappointmente on later decisions to spend or invert, my in many cases slor 
down the rate of inveatment in fixed capital. 

45. The significance of cyclical fluctuations lies in their curulative i ct 
on the structure of the economy as well as in the immediate effects of the j 


year-to-year movements.— A contimed improvement in the terms of trade, 
with price increases lasting more than a very ehort period - and expected to 
continue - tends to weaken the effect of the lags and the offeetting influencea, 
so that the economy tends to react to the dynamic impulse of sudsoquent price 
rises vith increasing momentun. Optimistic expectations first cause an 
increase in production and then give rise to decisions to invest, wiile 
investment progracmes are facilitated in turn by a rise in profits and possibly 
by an inflow of foreign capitel. Within the econony, the completion of each 
investment results in an increased flo of goods. 

46, It should be noted, however, that the lag between price increases and 
nev investment is likely to be longer for investments in new industries for 
which technical background may be lacking, uncertainty surrounding the size of 
market greater, and competitive prospects less definite. Hence, during 
periods in which the terms of trade are favoursble, private savings ere likely 
to be channelled first into existing industries and ectivitios, particularly 
export industries, real estate, and trade, and therefore to contribute to the 
diversification of the economy to only 4 moderate extent, These obstacles 
to the diversification of production become easier to overcome the longer 

the duration of the favourable movement in tormo of trade. In the past, 
however, the trend in the terms of trade has often been reversed before this 
process coul4 reach significant proportions. In euch case, the over-all 
result of the cycle would be neutrel, so far as correcting the im alance 


6/ For a etudy of the consequences of cyclical changes in the torms of trede 
on the economies of under-developed countries see, for example, United Natinns, 


Eoonomic Survey of iatin America, 1! ° 
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existing in the economic structure of the country was concerned, Furthermore, 
postponement of investment programmes has more serious consequences during 
cyclical recessions than during short-term movements, end abandonment of the 
programmes would lead to a waste of resources. 

47, Longer cyclical movements in the terme of trade give broader scope to 

the play of inflationary effects of rising prices on the eoomomy of primary 
producing countries while subsequent recessions magnify the deflationary 
effecte of falling prices. In the absence of compensatory or unrelated 
variables, // primary producing countries are likely to suffer from both the 
recessions and the recoveries of industrial countries, without obtaining the 


full measure of real income gaing that attend recovery in industriel economies, 


Primary and Secondary Effected 


48, The dDasic primary effect of a change in the terms of trade is to alter 


the volume of goods and services available to a country from abroad without 





For example, a public investment programme of a compensatory character 
or large-scale private investment related to the development of naturel 
resources. 

The following statistical concepts are used throughout this paper: 


(a) Gains or losses from changes in the terme of trade (or more briefly 
gains or losses from trede) are defined as the product of the quantum 
of exports in any given year (at prices of the_bese year, 198) and 

the changes in the terms of trade since 1948 /G = Q» (t-1)7. 


(b) The capacity to import created by exports at 1948 prices (or more 
briefly, the capacity to import )is the quantum of imports at 1946 
prices which can be purchased by the exports of any given year 

(C = value of exports divided by index of price of aa Geins 
and losses in the terms of trede constitute one measure of the addition 
to (or the deduction from) the capecity to import due to changes in 

the terms of trade, It is related statistically to the total capacity 
to import by the formla, C = GQ, - G. 


(co) Gross geographicel output (6) is the sum of the output of all goode 
and services (at 1948 prices) produced in any given year within the 
geographical boundaries of a given country. 


(a4) Grose geographical product (P) 1s the eum of gross geogrephical 
output and unilaterel transfers of purchasing power between countrice 
erising from changes in the prices of exporte end imports. An 
approximate measure of the grose geographical product is given by 
the formls, P=0#G, Viewed in this light, gross geographical 
product is an epproximate measure of the sum of real incomes earned 
within the geographical boundaries of the country. 
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corresponding alteration in the experiture of domestic effort and resources, 
Ae indicated above, the additional volume of goods and services available to 
the exporting country, that is, the increase in the gross geogrephical product, 
is measured statistically by gains from trade. When export prices fall 
relative to import prices, the loss from trade and the cecrease in the gross 
geographical product are measured in a corresponding manner, A change in 

the terms of trade thus gives rise to a change in the country’s capacity to 
import and ite grose geographical product. 

49, The actual volume of trede is a function not only of the initial changes 
in the capacity to import but also of a number of other variables, some 
unrelated, some also affected by the terms of trade. Among the latter are 
the quantum of exports, the volume of payments for financial and other services, 





the direction and mgnitudes of capital movements and the volume of forwiga 
exchange reserves, Furthermore, the co.,osition of foreign crade, and the 
manner in which these variables react to it, determine in their turn the 
subsequent movements and ultimate level of the terms of trade themselves, 

50. The influence of fluctuations in the terms of trade, however, goes far 
beyond its effects on the capacity to import; initial changos in real incomes 
tend to modify .ggregate demend ani honce initiate a series of effects on 

the output of goods and services for home use and on the volume of imports, 
Furthermore, in the export seotor the output normally varies in response to 
price fluctuations. Output and price jointly determine export proceeds and 
strongly influence the level of incomes. 

51. The volume and composition of imports in turn both reflect and react on 
the, level and structure of production for home use. Furthermore, export and 
import prices are constituent elemente of the general price level and in many 
under-developed countries are among ite major components. Thus, any changes in 
such prices bring about movements in the general price level, resulting first 
from the impact of the changes themselves and then from secondary effects of 
movemente induced in the domestic economy. 

52. In operation the consequences for the balance of payments, output and 
price level complement one another, Mach reacte on the others and jointly with 
unrelated variables to bring about a new level of economic activity, emplayment 
end incomes, and to change the distribution of this income among the various 





Pe tere bri dn — 
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factors of production and hence between consumption and investment, The 
mechaniaem through which these interactions teke place merits slightly sore 
detailed description, 

53, Fluctuations in export prices give rise initially to changes in monetary 
incomes accruing to firms active in producirg, processing and treading export 
commodities, These income changes ere uguelly followed by fluctuations in 
demand schedules. The effects on other prices vary according to the ciroumstances, 
depending, in partiouler, on entrepreneurial expectations as to the future 
course of prices, on the degree of competiti-n among buyers and sellers, and 

on the elasticity of the supply of commodities and other factors of production. 
54, When dealers in any market operate in competition with one another, 

changes in prices are likely to be passed on promptly to tke producers from 

whom they buy. When comparatively few dealers face a large number of unorganised 
producers, price increases tend to be retained longer by dealers, and price 
decreases tem to be passed on more promptly. 

55. A similar pattern odteins when the export trade is conducted by the 
producing enterprises themselves. Where a few firs deal with a large muaber 
of unorganized suppliers and workers, price rises in the international market 
tend to be retained by those firms. 

56. in the normal case, a rise in export prices should increase profits in 

the export sector and thus induce producers in that sector to enlarge their 
eupplies. The response of the producers depends, among other things, on 

the intensity and duration of the price movement, discussed above, the nature 

of the commodities involved, the structure of the industries, the oepacity of 
the industries and of ancillary installations, and the tax and foreign exchange 
policies of the countries. Furthermore, inducements to export industries 
derive from a rise in unit prices of export products relative to unit costes; 
henoe the trends in import prices and domestic prices also influence the 
response of those industries. In particular, import prices affect them in 

e direct manner to the extent that the firme use imported equipment and 
intermediate goods and indirectly to the extent to which import prices cause 

the general level of prices and wages to vary. Since the latter factor operates 
only after a lag, changes in export prices tend to be the predominant influense, 
at least initially. 











394 STOCKPILING STRATEGIC AND CRITICAL MATERIALS 


57. It is to be expected that initial increases in the output of export 
commodities will be moderate unless there vas originally a substantial amount 

of idle capacity that could speedily be put into operation. Crop produetion 
tends to change only slowly and the same is true, perhaps to a greater degree, of 
mon-annual crops and forest products; in mineral exporting countries 

production plans of mines may not be easy to adjust. To the extemt that 
production for export rises, it tends to increase still further both the proceeds 
of exports and the incomes in the export ssctor. The increase in the demand for 
goods and services in that sector reinforves the influence of the initial rise in 
export prices on other industries, but if trends in international markets force a 
Govnvard revision of expectations before the increase in output has fully 
materialized, then the effects on domestic prices and wages are likely to be 
omaller. 

58. The influence of a rise in export prices on the output of goods and services 
in domestic industries differs both in timing and in magnitude from ite influence 
om production for export, and is primarily a function of the distribution of 
efditional incomes earned in the export sector, the portion of those incomes 
which the original recipients transfer to the flow of domestic payments, the 
epending habits of the population and the capacity of the economy to adjust 
iteelf to changes in demand. Gains accruing to export firms may be partly 
transferred abroad in the form of remittances of profits and interest or in 
payment for imports necessary for the production of exports. Part of the gain 

is required for freight and insurance payments; another part may be retained as 
foreigm exchange cesete. 

59. Nevertheless, the recipients of additional income probably increase their 
domestic expenditures and - to the extent that expenditures are directed to the 
purchase of domestically produced goods and services - thus stimlate output 

in other industries, after an interval.Becnnse cf its cumlative effect, the 
ultimate increase in output may be several times larger than the primary gains in 
trade. That part of the additional expenditure vhich is directed towards the 
purchase of imported goods and services similarly induces an expansion of 
production and increases incomes in the countries supplying such imports ,2/ in this 


extent that these incomes are used to purchase additional exporte of the 
primary producing country, the latter receives a secondary stimulus comparable 
in nature, but probably not in timing or magnitude, with the stimlus provided 
vy domestic purchases of the beneficiaries of the rise in terms of trade, 
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case, the effects in the primary producing country are limited to additional 
activity among importers, merchants and inland transport firms. This tends to be 
the case when most of the gains from trade ecoruse to « emall muber of individusls, 
either because of concentration of production in the export sector or for such 
organizational reasons as those mentioned earlier in this section. 

60, The increase in the demand for consumer goods is greater vhen low income 
groups receive a larger share of the additional income. When a larger proportion 
of the latter accrues to high income groups, the demand for capital goods and 
fixed assets increases correspondingly, at least to the extent that export proceeds 
are not transferred sbroed, 

61. In general, when domestic agriculture and industry are undeveloped and 
undiversified, the response of these sectors to additional demand is likely to be 
slower and smaller, partly because of limited technical possibilities for 
increasing production rapidly and partly because of the more limited response of 
producers to economic inducements in the short run. Conversely, a more developed 
am diversified industrial base permits a larger and more rapid increase in 
production, 

62, On the other hamd, increase in the output in sectors producing for domestic 
use is limited by the capacity of industries and the amount of idle resources 
thet can be put into productive use, and is also dependent on the elasticity of 
the supply of labour, 

63. However, while the processes described above are taking place, prices of 
imports do not remain stable. In the more frequent case, an upward trend in 

vhe export price is accompanied by parallel trends in the prices of imports. 

A general rise in the import prices tends to increase the domestic price level 
(or to reinforee an inflationary increase due to other causes), There may be a 
tendency to substitute domestic for foreign commodities, depending upon the 
structure of imports and the nature of domestic production, as well as the 
relative level of domestic prices. cThould prices of foodstuffs and finished 
consumers’ goods increase relative to those of raw materials, this type of 
substitution might have a favourable effect on the output of domestic industries, 
In any case it ie likely that imports of such categories as are not produced 

in the country (particularly durables, and high-quality or specialised goods) 
will rise because of the increase in aggregate incomes and in demand. A rise 
in prices of capital goods, raw materials and fuels may force a reduction on 
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imports of producers' goods which would adversely affect the output of local 
manufacturing industries and would ultimately result in an increase in the imports 
of finished consumer goods. 

64, On the other hand, a fall in import prices gives rise to opposite effects to 
those of a rise in import prices. Lower prices fcr equipment and raw materials 
facilitate an increase in the output of domestically produced goods while lower 
prices of similar imported commodities may induce a trend towards substitution of 
imported for domestic goods 2/ 

65. The inorease in economic activity following a rise in the price of exports is 
also reflected in a favourable rise in the demand for labour, Employment 
increases unless the economy has already substantially approximated a condition 
of full employment, This is not usually the case in the less developed primary 
producing countries, in vhich a relatively large proportion of the population 

is engaged in low-productivity cocupations, including subsistence agriculture. 

In these conditions, an increase in the demand for labour in urban sectors and in 
commercial agriculture induces a shift in employment to occupations with higher 
productivity, 

66. For the economy as e whole ,these transfers in employment lead to an 
improvement in the overall productivity of labour, tending to offset the 
unfavoureble effects of a relative increase in the proportion of untrained workers 
in the more productive branches of activity 2/ Further expansion in economic 
activity is facilitated, inter alia first, by *he supply of relatively cheap labour, 
secomi, by consumption expenditures of the extra wage earners (including their 
initial expenditures for semi-durable goods) and third by investment expenditures to 
meet the increased demand for housing and social services, 





10/ It may be noted, however, that in both alternatives (that is rising or falling 
import prices) the government can often take steps to prevent or limit 
unfavourable effects of changes in import prices on the output of domestic 
industries, for example, through custom duties or controls over the volume and 
composition of imports, directed to facilitate the supply of raw materials and 
equipment, and to discourage excessive competition from imported goods. 

LY In Argentina, Australia, Brazil and Southern Rhodesia, migration from ebroad 


played a somewhat similar role to such internal transfers of population, and in 
some of these countries both types of population movement occurred simultaneously. 
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67, “The course of wage rates in the market economy depends on several factors, 
many of them unrelated to external prices. On the one hand, the high degree of 
elasticity in the supply of labour in many of the less developed countries sets a 
limit to the magnitude of any wage increases, although these usually take place, 
particularly in industries most favoured by the current prosperity. Pressure 

for wage increases is greater if prices of basic consumer goois are rising. 
Finally, the extent of labour organization influences the bargaining position of 
the wage earning sector and hence, its share of the additional income. 

68. Subsequent unfavourable developments in the market economy lead to 

divergent effects, depending upon the duration of the preceding rise. If the 
latter was of short duration, a decline in employment in the market economy may 
in many of the less developed countries result in the return of redundant 

labour to the subsistence economy and in an increase in disguised unemployment. 
But if the duration of the rise permitted migrants to become adjusted to 
relatively higher urben standards of living « an‘ consequently reluctant to 
resume their former scale - open urban unemployment, wuich greatly adds to 
deflationary forces at work, may arise, The former sequence of events seems to 
have taken place in Northern Rhodesia following the completion of the first phase 
of mining investment in the early nineteen-thirties, while the second took place 
to some extent in Bolivia during the depression of 1929 to 1932. 

69. The magnitude of inflationary or deflationary influences of cheMiges in 
external prices - like the influences of these changes on the volume of production - 
depends on the ratio of exports or imports in the geographical product of the 
country, the diversification and development of the economy as a whole and the 
elasticity of the supply of factors of production. If, for example, foreign 
trade prices rise, the consequences on the general price level tend to be 

greater vhen imports and exports are a larger fraction of the geographical product 
of the country. Conversely, to the extent thet additional demand for goods 
during periods of rising prices can be mat by increases in production, such gains 
in export and import prices become diffused throughout the economy and their 
influence on the general price level is probably weakened. But as full utilization 
of productive capacity and labour is approached, a rise in costs and prices 
probvebly takes place, together with a diversion of demand to imported commodities; 
in this case the larger proportion of imported goods in consumption ani investment 
also increases the influence of external prices on the general price level. 


39888 O—54—pt. 5——-26 
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70. On the other hand, in many of the less developed countries, where the 
importance of the exchange economy is small because of the isolation of the export 
sector and the magnitude of subsistence agriculture, vast sectors of the economy 
remain little affected by the consequences of price fluctuations, Thus these 
countries escape serious inflation and deflation at the erp-nse of under 
employment of their human and natural resources. 

Tl. It may alsd be noted that the magnitude of the inflationary or deflationary 
forces is directly related to the amplitude of the change in external prices and 
to the duration of the movement. Serious inflation following a rise in export 
prices is compatible with a deterioration in the terms of trade, for import 
prices may rise faster than export prices. However, to the extent that the 
terms of trade actually move in favour of a given country, the pace of the 
inflationary process may be retarded by the additional output on the part of 
domestic industry ani by relatively cheap imports, especially if basic consumer 
goods form a significant part of such importe, It may also be retarded by the 
existence of inventories of lower priced goods and by price regulation, rationing 
and so on, although these influences tend to weaken with the passage of time, 

72. If in a later period export prices fall when import prices are still rising, 
either inflationary or deflationary tendencies may predominate. However, when 
the export sector is relatively isolated from the rest of the economy, 
inflationary tendencies may initially prevail. On the other hand, if there is a 
severe drop in employszent and production in the export sector, it may lead to 
serious deflationary effects in the other economic sectors unless compensatory 
fiscal and monetary policies are pursued, 

7S. A fall in both export and import prices is generally likely to be 
deflationary and to lead to a sequence of events oppsite to that flowing fron 

a riee in foreign trade prices. The transition from rising to falling prices, 
however, may be marked by an aggravation of domestic inflationary pressures. 

74. The foregoing sequence is modified when domestic markets for export goods 
are significant, especially in the case of food exporting countries. Here, a 
rise in the prices of exportable foodstuffs, may, barring governmental action to 
control the rise of dorestic prices, augment real incomes in the export sector by 
transfer from domest/c as well as from foreign consumers and may therefore generate 
more severe pressures ci real wages and domestic prices in the urben sectors, 
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If this ie followed by a decline in export prices when other prices are rising, 
inflationary pressures may then abate to the extent that domestic food prices 

reflect the drop in export prices. But if producers and retailers succeed in 
maintaining the domestic level, the internal situation tends to remain as above, 

TS. Because of the increasing importance of governmental action in the economic 

life of under-developed countries, particularly in regard to economic development, 
special interest attaches to fiscal policies in relation to trade fluctuations and 

to the consequences of price fluctuations on government revenue and expenditure. 

76, The initial effect of the rise in export prices is felt principally through 
taxes on the commodities affected, Where export taxes exist, and especially 

where tax rates are raised during a period of rising export prices, the increased 
value of exports of course raises govermment revenues. A fundamental factor is 

the structure of the tax system, A few of the countries specializing in exports 

of primary products are still heavily dependent upon export taxes, Others - 

among them Australie, Chile and Southern Rhodesia« derive part of their reveme from 
taxes on sales of export products, and incomes of exporters or, in some instances 
from foreign exohange profits arising out of differential exchange rates. Still 
others operate export monopolies or directly control export trade in other ways. 
Almost all the governments depend on revenue from customs, though to a varying 
degree, In the last analysis, the fiscal significance of export fluctuations 
extends throughout the entire national economy, in that these fluctuations influence 
the yield of income taxes, excises and other levies, including duties on imports 

nade possible by exporte 22/ 

77. However, indirect consequences of the rise in export prices on public 
inances are likely to offset much of the initial improvements in revenue, For 
example, initial gains in tax revenues and foreign exchange resources may lead 
to extensive government expenditures on the assumption that the gains are likely 
to continue, This would increase the cost of government cperations and, to the 
extent that expenditures anticipate or exceed the rise in revenue, budgetary. 
surpluses would be reduced, or deficits increased, thus adding to inflationary 
pressures, Under these circumstances, it is not unlikely that inflation woulé 
add more to government costs than to govermment revenues, 


12) Tt Is estimated that in Venezuela, to take a striking case, exporte of 
petroleum account, directly and indirectly, for ebout three-quarters of the budget 
revenue, while in Chile, copper similarly accounts for one-third of the total 


revenue (United Nations, Measures for the Economic Devel nt of Under Devel 
Countries (Sales No.: 1951. 11. B.c), Page Ti. 
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78, The initial effects of a rise in import prices on custom revenues depend 
on the character of the duties and the elasticity of demand, If demand is 
inelastic, there woullte « moderate addition to custom revenues if the duties 
were specific, but the addition to custom revenues would probably be 

substantial if there were ad valorem taxes. 

79, The dangers of domestic inflation arise in the case of increasing import 
prices as with rising export prices, If inflation materializes, it affects 

the costs of government operations, as in the case of rising export prices, 

This problem is particularly serious if the affected goods are important in the 
cost of living, for the government may then become involved in expensive subsidies, 
Tf the rise in import prices affects the cost of imported capital goods, the 
danger to development programmes is obvious, 

80, If the inflationary sequence mentioned above becomes pronounced, and 
export prices level off or fall followirs a period of rising trends, the problem 
of financing govermment operations becomes more severe, Owing to the drop in 
revenues in the face of rising costs. These developments are of particularly 
grave import when expenditures include long-term programmes for economic 
development. Unless the govermment is able to develop sources of additional 
revenue or enter upon 4eficit spending, the completion of the development 
projects is seriously delayed, 
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Part; III 


CHANGES IN THE TERMS OF TRADE OF PRIMARY PRODUCING COUNTRIES 
FROM 1948 TO 1952, AND THEIR EFFECTS ON ECONOMIC DEVELOPMENT 


81. The following sections are concerned with the impact of recent changes 
in- terms of trade on the economies of certain primary producing countries. 
The analysis follows the effects of this impact on the balance of payments, 
the output of goods end services, the price system, the distribution of 
incomes, and public revermues and expenditures. 

82. The period selected for analysis, the years 1948 to 1952,-has an obvious 
bearing on the results, With respect to exports of primary products, the 
period was marked by the recurrence of extensive fluctuations in international 
demand accompanied by wide price swings affecting many primary products, 
Import prices exhibited less marked fluctuations eas a whole, although 
variations recorded for smaller homogeneous groups of manufactures were 
substantial. 

83. The present analysis pays more attention to influences which are more 
conspicuous in the short run. It is believed that this approach is justified 
by the neture and duration of price and quantum movements in foreign trade 
during this period, Nevertheless, these short-term relations do not exhaust 
the influence of terms of trade on the esonomy, and hence longer term effects 
discussed in general in part II should also be borne in nina.2/ 

84. It is clear that changes in terms of trade in a given period are only 
one of the variables bearing upon the decisions of producers, consumers and 
public authorities in any country. Foreign trade itself brings different 
forces to bear, among them the state of world markets for given commodities, 
geographic shifte in supply and demand, the situation in capitel markets and 
other conditions. Past movements in terws of trade are themselves also s 
casual influence in so far as thei: impact is usually transmitted to the 
econoay with lags of varying duration. Many other forces not directly 


1/ Im efdition, it may be noted that the statistical magnitudes very with 
base year chosen. In this paper, the year 1946 was adopted as the 
yeer since in many countries - though by mo means in all - it marked 
end of the period of post-war reconversion and restocking. 
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78, The initial effects of a rise in import prices on custom revenues depend 
on the character of the duties and the elasticity of demand, If demand is 
inelastic, there wouléte a moderate addition to custom revenues if the duties 
were specific, but the addition to custom revenues would probably be 

substantial if there were ad valorem texes. 

79, ‘The dangers of domestic inflation arise in the case of increasing import 
prices as with rising export prices, If inflation materializes, it affects 

the costs of government operations, as in the case of rising export prices, 

This problem is particularly serious if the affected goods are important in the 
cost of living, for the government may then become involved in expensive subsidies, 
Tf the rise in import prices affects the cost of imported capital goods, the 
Ganger to development programmes is obvious. 

60. If the inflationary sequence mentioned above becomes pronounced, and 
export prices level off or fall followirs a period of rising trends, the problem 
of financing government operations becomes more severe, Owing to the drop in 
revenues in the face of rising costs, These developments are of particularly 
grave import when expenditures include long-term programmes for economic 
development. Unless the government is able to develop sources of additional 
revenue or enter upon 4eficit spending, the completion of the development 
projects is seriously delayed. 
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Part III 


CHANGES IN THE TERMS OF TRADE OF PRIMARY PRODUCING COUNTRIES 
FROM 1948 TO 1952, AND THEIR EFFECTS ON ECONOMIC DEVELOPMENT 


61. The following sections are concerned with the impact of recent changes 
in: terms of trade on the economies of certain primary producing countries. 
The analysis follows the effects of this impact on the balance of payments, 
the output of goods end services, the price system, the distribution of 
incomes, and public revenues and expenditures. 

82, The period selected for analysis, the years 1948 to 1952,- has an obvious 
bearing on the results, With respect to exports of primary products, the 
period was marked by the recurrence of extensive fluctuations in international 
demand accompanied by wide price swings affecting many primary products, 
Import prices exhibited less marked fluctuations as a whole, although 
variations recorded for smaller homogeneous groups of manufactures were 
substantial. 

83. The present analysis pays more attention to influences which are more 
conspicuous in the short run. It is believed that this approach is justified 
by the nature and duration of price and quantum movewents in foreign trade 
during this period, Nevertheless, these short-term relations do not exhaust 
the influence of terms of trade on the economy, and hence longer term effects 
discussed in general in part II should also be borne in aina.2/ 

84. It is clear that changes in terms of trade in a given period are only 
one of the variables bearing upon the decisions of producers, consumers and 
public authorities in any country. Foreign trade itself brings different 
forces to bear, among them the state of world markets for given commodities, 
geographic shifts in supply and demand, the situation in capitel markets and 
other conditions. Past movements in terws of trade are themselves also a 
casual influence in so far as thei: impact is usually transmitted to the 
econogy with lags of varying duration. Many other forces not directly 


y 


the base year chosen. In this paper, the year 19468 was adopted as the 
yeer since in many countries - though by mo means in all - it marked 
of the period of post-war reconversion end restocking. 
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related to foreign econcaic relations are likewise active in influencing 
economic trends. Hence, this paper does not attempt an exhaustive quantitative 
analysis of the consequences of changes in the terms of trade, but rether « 
general evaluation of the joint influence of movements in the terms of trade 
end of other variables in e number of primary producing countries, 


Characteristics of Movements in Terus of Trade during the Period 


85. The terms of trade turned stere4ily in favour of primary producing countries 
as a vbole in 1949 and the first half of 1950, owing to the fact that e moderate 
Gecline in the index of unit value of exports was more than offset by a larger 
drop in the "mit value of their imports. As shown in teble 1, during the first 
six months of 1950, the composite index of the terms of trade was 110 (19462100), 
From the second half of 1950, the intensity of the changes became greeter, ‘The 
terws of trade index rose in the first half of 1951 to a level of 126, but 
during the succeeding periods receded to a point practically identical with 
that of early 1950. The unit value of imports into primary producing countries 
rose steadily during much of this interval, though the rate of increase 
slackened appreciably in 1952. The unit value of exports, however, recorded 
an increase of nearly 55 per cent, between July 1950 and Jume 1951, only to 
lose nearly half the gain during the following twelve wonths, 

86. Changes in the terms of trade of individual primary producing countries, 
reproduced in table 2, show many deviations resulting frow differences in the 
nature and composition of their exports and imports, in the geographicel 
pattern of their foreign trade and in the character of their trade relations, 
end also from statistical discrepancies in coverage, weighting systeus and 

base periods, Indices of export and import unit values were also affected 

by changes in the international value of the gonstary units. 

87. Wide variations in export unit values are recorded among most of the 
exporters of raw materials thought at one time to be in short supply, such as 
cotton, fats and oils, hides, certain non-ferrous metals, rubber and wool, and 
also in the case of coffee exporters. Thus, export wit values of Australia, 
Brasil, Ceylon, Egypt, Malaye and Southorn Rhodesia showed gains of between 

61 per cent and 156 per cent betveen 1946 and 1951. As migot have been expected, 
in wany of these countries the subsequent dip in raw material prices was 
relatively grest. 
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Table 1. Indices of Unit Values of Exports and Imports, and Terus of Trade 
of Primary Producing Countries as a Group, 1949 to 1952 (1p48=100) 


i 


Period 


e 


1a 

ivet half ccccsccssccesacecccess 
Becomd half seceseccecsscsvseses 
Pull yeerecccsascssecvesessseses 


Second Half cccccccccesvcvesvess 
Full FORT ecccsscassevesessserecs 


oe half ccccsccccccsssesescess 


Second half ecccesecceccsecessces 
Pull yOareccccccccecsessvecsesess 


BS 


28 888 #eBe 


wr 
° 
Pr 


SU wie aces actienctroesa 


SC 
Oe? De. eve eII.C.2) 
(Sales No.: 1951.II.E.1.). 


Oceania; and Canada, 
the composite character 
emly the order of 
wagnitaie of the changrs. 
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Table 2. Indices of Unit V-lues of Exports cné Imports, and Terms of Trade 
of Selected Primezy Producing Countries, 1949" to 1952 (1948°100) 


Country and itous 1949 1950 1951 


Ar tina: 


it value Of @xpOrté..scccccccecees 85.6 74.3 
Unit value of POTTS eveccvacecsccsces 96.0 88.5 
Terus of trahOscececs. vee Uyeb 64.0 


Austral :o/ 
t value of OXPOFtS canescsvccsesces 118 178 
Unit value of LMPOT ES grcccccesececes 105 11 
Terms of tradecerccccccccncccceses 112 118 


ase 


asil: 
value of OXPOTES ecacececveseses 159 
Unit value of imports..cscecsesssees 9 80 
Terns of WANS ccvcccccceccacccceces 199 


TY 


of OXPOFtS ccecscocccceces 
of LMPOT SE .ceesecceresess 132 
CPA ccccccccescescccces T 


ask $85 


OF OXPOFtBecccccvcccceccs hh 
of AMpOrts.sscesecees 5 
CEOAC e srccccrccccssecececs 


Ba 


of OXPOTtS ssvccccvecseese 
of LEpoOrts seccscccceseses 
WOM ccccccccccccceccccecs 


of OXPOTES esecscccesesers 
Of Amporte.cesccecceseses 
Trade coccsccccccsseseecs 


Of OXPOTtsrescaccesesaccs 
Unit value of LMPOTtS..sevveveverses 
Terms Of trate..coscscsseescei sees 


:2/ 
eee Of Trade. ceccccccvccescesses 
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Table 2 - continued 


Country end itens 1949 1950 191 1952 
Philippines: 
it ue of OXPOTES. ccccsccsccece a 


Unis value of Laporte .ccccccccseces 
Terus of Prades. cccccvcccsesscevece 66 


Southern Rhodes 
it vaiue OXPOTES co eeccesccscces 
Unit value of Laports sececsccevcess 103 
Tarms of trade@.cccccecccecevesese 113 


BEF 


BED e8e 


Turkey: 
At value Of exporterccsccsceseree 100 
Unit value of AMPOTES ococccccvecves on 
Terms of Crad@.scccsccceccccosace 106 


Sek 


Sources: United Nations BE United Nations 
Bulletin of Statistics statistics cf the countries. 


Preliuinary. 

Dollar terns of trade 

Twelve months ending 50 June of year statec. 
Twelve months ending 30 September of year stated. 
Source: e ot 1991-52. 
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88. Trends were different in countries exporting chiefly cereals and meat. 

The unit values of cereal exports of Argentina and Burma showed moderate 

geins or failed to increase, though in each of these cases prices of other 
exports rose end averege unit vaiues increased. In the case of the 
Philippines, and in other countries as well, there were conflicting trends in 
the unit values of major export products. 

89. In most countries, import unit values showed a tendency to 711 in 1949, 
to recover in 1950 and to rise thereafter. Although in mst of these countries 
the range of imports is more diverse than the range of exports, certain general 
trends are seen. For example, countries which import significant quantities 
of cereals and textiles tended to record stable or declining levels of import 
unit values, particularly until 1950. However, importers of raw materials 
were affected by the increases in some commodities during 1950 and 1951. The 
fall in the import unit values of some countries during 1949 was also due in 
part to lower prices following the improvement in supplies of raw materials and 
even in some types of manufactured goode after the end of the post-war boom. 
90. The monetary devaluations of 1949 are reflected in the unit values of 
exports and imports of many countries. Sterling area countries, particularly, 
tended as a whole to show a steadier upward trend in import prices than other 
countries, At the same time, export prices showed greater upward movements 
until 1951 than other countries as a consequence of the more rapid increase in 
sterling prices as compared with dollar prices. 

Sl. As e consequence of varied trends in export and import prices, terms of 
trade rose after 1948 and 1949 in most primary producing countries, although in 
a few instances improved adjustment in world demand to world supply after 1948 
brought e deterioration in the terms of trade which persisted during the rest 
of the pericd. In most other cases, significant increases were recorded after 
1948, particularly among exporters of commodities in short supply, although 
gains were largely erased by the recession in raw material prices in 1952. 
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Effects on the Balance of Paynents 


Elasticity in the supply of exports 


92. It was noted earlier that changes in the prices of exports of primary 
producing countries are often accompanie’ by movements in volume in the same 
jirection but of wider amplitude. These changes influence the gross value 

f exports and hence magnify fluctuations in the capacity to import - a pattern 
which prevailed in the act but was often submerged during the period 1946 

to 1952. The supply of exports was generally inelastic, as a result of which 
for the majority of primary producing countries - changes in price rather than 
fluctuations in the volume of exports were the major influence on the increase 
in the capacity to import. 

92. Table 3 confirms that the increases in the capacity to import of primary 
producing countries as a whole were more the result of favourable terms of trade 
than expansion in the volume of exports. Improvement in the terms of trade 

is reflected in the gaine from trade, which grew steadily until the first half 
of 1950, and rose higher during the next twelve months. At their peak, during 
the first six months of 1951, gains from trade contributed an increase of 352 

per cent to the capacity to import, compared with 1948. The volume of exports 
sagged in 1949 under the depressive influence of a decline in international 
demand, but recovered in 1950 and 1951. ‘The maximum gain in the volume of 
exports was also reached during the first six months of 1951, when the increase 
added 14 per cent to the capacity to import. As a joint result of these 
changes in prices and volume of exports, the capacity of primary producing 
countries to import rose by 46 per cent over the base year 1948. However, 

less than one-third of the total increase was due to an expansion in the volume 
of exports while more than two-thirds resulted from the improvement in the terns 
of trade. 

94. During the second half of 1951 the capacity to import lost about half 

the gains made since 1948. This was due to declines both in gains from trade 
and in volume of exports to points below the peaks reached in the earlier half of 
1951. During the first half of 1952, the volume of exports recovered somewhat, 


2/ See United Nations, Instability in Export Markets of Under-Developed 


Countries. 
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but as a result of the deterioration in the terms of trade gains from trade 
continued to decline, Therefore, the spread between the quantum series and that 
of gains from trade was reduced. 

95. Statistics of particular countries, shown in table 4, generally confira 
the foregoing conclusions. The supply of exporte was inelastic, first, 
because output in the export industries is not capable of very rapid increase 
in the short run end, second, because inventories - vhich helped to increase 
elasticity in the past - were generally low in the post-war period. Some 
outstanding exceptions are found in countries where the capacity of the export 
irdustries was being expanded, either as a result of the repair of war damage, 
as in countries of the Far East, or as a result of a flow of investment into 
export industries, as in Southern Rhodesia, Turkey and some o1l producing 
countries in the Midéle Eest. 


Distribution of t eeds 


96. At eny given time, net real purchasing power available to countries exporting 
primary products differs from their total capacity to import to the extent to 
which the proceeds from exports are not remitted to the exportiiug country. 

97. In the firet place, proceeds from exports are generally computed exclusive 
of payments for shipping and insurance, but the major part of such charges 

does not increase the incowe of the exporting countries. Most of the payments 
accrue to concerns incorporated in countries important in shipping and finance 
varkets.2/ It may be noted also that fluctuations in freight rates in 1950 to 
1952 were in the same direction es those in rew material prices and were of 


comparable intensity V 


3/ It may be noted that some under-developed countries have established their 
own insurance or reinsurance orgenizetions and have deveioped their own 
shipping services to recapture part of the charges on their exports. 


4/ See, for example, United Nations, Boonowic § of Asia and the Far East 
1951 (Sales No.: 1952.II.F.2) pages 151 so is. fn ceases nm 
primary commodities where the price per unit of weight is comparatively 
low (coal, grain) the variation in freight rates was frequently much greater 
than the variation in p-ices. 
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Table 3, Changes in Capacity to Import, Primary Producing Countries as a 
group, 1949 to 1952 (Percentage change from 1945 average) 


1 1 1951 1 
Iten Half Half Half Half Half Half Half 
Increase (decrease -) 


in quantum Of exports.ss. “4 
Gains froa tr eeteere 6 


Total e in 
ani iat. 8 


Proportion of total 

increase in capacity 

to import represented by 

gains from trade@scccscecs v/ 


t See table l. 


Gains from trede are defined as the product of the quantum of exports in 
any given year (at prices of the base year, 1948) and changes in the terms 
of trade since 1948 (see footnote & in pert II). 


Over 100 per cent, indicating that part of the gains from trade were offset 
by declines in the quantus of exports. 
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Table 4. Quantum of Merchandise Exports of Selected Primary Producing 
Countries, 1949 to 1952 (1948 = 100) 


Country 


All primary producing 
countries b/ 


ATPENCI Nae ccccsccccccscccesevcceces 
aetieantll adanthenisiaiicesass 
Brasil, cccccccccccccccccccccecccce 
aint icctgians stecennaielices 
Caylomeccoccccccecoceccccccccececce 
CHIL@ se cccccccvccccccceccccccccere 
EGYPtcccccvcescccccccccsscccccene 
MBLOYOs ccccccccvccscccccccocececse 
MOX1CO se evccccccsccrsesccscsecceces 
Philippines .cccccccccccccccccccece 
Southern Rhodesia.ssccccccccesesss 
TUPESY cc cccccccccccccccccccccecece 


Source: See table 2. 


Preliminary. 

See table 1. 

First six months, 

Twelve months ending 30 June of the year stated. 
Tvelve months ending 50 September of the year stated. 


a/ 
v/ 
s/ 
a/ 
e/ 
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98. In many primary producing countries, a further offset to increases in the 
capacity to import originates in the prevalence of foreign ownership among 
enterprises producing for export. In the short run, current operations of 
these firms affect the balance of payments of the exporting country principally 
through the remittance of profits and interest to non-resident stockholders 

and creditors, 

99. It is clear that exporters' profits tend to follow changes in export prices, 
although they are not directly related to the terms of trade themselves, 
Therefore, the rapid rise in export prices in many countries greatly increased 
the profits of foreign-owned cowpanies. This was reflected in the increase in 
remittances of profite from Ceylon, Chile and Southern Rhodesia, among other 
vountries, as shown in table 5. 

100, In Chile, exports of large mining companies during the post-war period 
have represented between 70 to 60 per cent of the total value of exports. 
Taxation measures and foreign exchange policies pursued in the past by the 
Government have augmented the proportion of the proceeds of exports retained in 
the country. During 1948 and 1949 these policies - together with changes in 
inventories and other capital movements of large wining companies - tended to 
reduce the fluctuations in the amounts of foreign exchange accruing to the 
country. Thus, while the f.0.b. value of exports of these companies fell by 
United States $76.8 million, their disbursements in Chile decreased by only 
United States $10.0 million. However, opposite movements took place the 
following year, when exports rose by United States $40.3 million while 
disbursements in Chile fell slightly, owing partly to reductions in inventories 
and increases in tax liability. 

101. In Malaya, as in other Asian countries where the production and handling 
of exports are largely in the hands of foreign-owed enterprises, the 
extraordinary boom in export prices in 1950/51 greatly increased profits 

in the export sector, The dividend record of tin companies in Malaya was 
higher than at any time since the mid-nineteen twenties, while profits in 


5/ Transfers of investment income by foreign-owned export companies were often 
large in mineral exporting countries. During 1950/51 transfers 
amounted to 18 per cent of the :xpavts of these companies in Chile, 
49 per cent in Iraq (including capital govements, however), and 51 per cent 
in Venezuela. 
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rubber were among the highest recorded. This led to a heavy outflow of 
remittance on the score of investment income of foreign companies, vhich in 
1950/51 were almost four times the amount in 1948/49, At the same time, 

yields of export duties on rubber and tin increased correspondingly. 

102, Similar changes occurred in other Asian countries. In Ceylon, for 
example, the proceeds of export duties more than doubled between 1946 and 1951, 
while the value of exports rose somewhat less. In Indonesia, government 
receipts from export duties and exchange profits rose to an estimated 40 per cent 
of total revenues of the Government in 1951, rising parallel to the value of 
exports. 


Short-term capital movements 


103, The initial impact of a change in terms of trade on the foreign exchange 
resources available to an exporting country may be mitigated by capital 
movements. During the period 1948 to 1952, these capital movements - 
principally short-term - cushioned the economy of many exporting countries 
against the dislocating effects of excessive fluctuations in foreign demand. 
Table 5 indicates the trends in capital movements after 1948. 

104, Short-term private capital movements, being responsive to speculative 
influences, might be expected to react to movements in terms of trade in so 

far as the latter give rise to expectations concerning the course of prices, 
financial developments or foreign exchange rates. On the other hand, monetary 
and fiscal agencies within an exporting country are in a position to apply 
compensatory policies by formulating their borrowing and investwent pogrammes so 
as to relate the domestic aspects to the international accounts cf the country. 
Thus it is to be expected that foreign public borrowing (either short-term or 
long-term) will be used to compensate for short-term fluctuatiors in the balance 
of paywents. 

105. After 1948 there were numerous instances of outward short-term capital 
movements from primary producing countries, coinciding in many cases with the 
rise in export prices, The magnitudes of these movements were greater vith 
respect to the value of exports of some countries in the Far East and the 
Middle East, and of some of the less-developed countries in Latin America. 


s9888 O—54—pt. 5-——27 
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106. Many of these capital movements srose in the course of normal 

international trade transactions, such as increases in credits, customarily 

extended by local exporters to their customers abroad. In other instances, 

capital movewents may have been purely speculative, owing, for example, to 

expectations regarding the course of exchange rates, However, in some 

cases they were probably related to the lack of suitable investment outlets 

in the primary producing country (or to considerations of risk) which tend 

to give rise to delays in transferring part of the value of exports to the 

exporting country. In these cases, an increase in the value of exports tends to 

be accompanied by an accum)ation of idle foreign exchange balances in the hands 
f exporters ar by short-term investment abroad, thus transferring to other 
yuuntries a part of the income-generating effects accruing from the initial 





vorease in the value of exports. 
7 It may be noted, however, that the scope of such movements tends to be 

smaller in countries which have established comprehensive exchange controls, 

and in fact, supervision of the use of export proceeds has sometimes motivated 

the esteblishment of exchange controls. Furthermore, regulations governing i 
exchange rates and the amounts of foreign exchange that exporters are required 
to surrender to the monetary authorities have been changed either to offset 
fluctuations in foreign exchangs returns arising from price fluctuations, or as | 
a stimulus to the expansion of exports. On the other hand, even in these cases 

an improvement in the balance of payments often leads to a« relaxation of 
controls over capital movements, followed by an outward flow of capital, or an 
increase in the flow. 

108. Akin to these capital movements and of still greater importance, was the 
accumlation of gold and foreign exchange assets by governments and central 

banks. The foreign exchange assets of primary producing countries as a whole 
increased by the equivalent of United States $3,200 million between July 1950 

and June 1951 but thereafter fell by United States $1,900 million to the end 

of the first half of 1952, as the imports of primary producing countries 

continued to rise in spite of the decline in the value of their exports. This 
occasioned a reversal in 191 and 1952 of the previous surplus in the balance 

on merchandise and service accounts in the majority of the countries © 


3 See World Economic Report, 1951-52 and the surveys of regional economic 
commissions. 
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109, The ascumilation of foreign exchange assets reached large proportions in 
some raw waterial exporting countries, In Burma, for example, the increase 
in value of exports in 1951, amounting to 255 aillicn rupees, was scecepanied 
dy eo net increase in gold and foreign assets of 154 million rupees. ‘The 
inereases in the value of the exports of Ceylon, Indonesia and Malaye in 1950 
also led initially to a large expansion in the foreign exchange reserves of the 
countries, followed by similer movements, though of somevhst smaller magnitude, 
in the suecesding year. The immediate cause was the compensatory poliay 
followed by wonetary authorities. In addition, however, monetary authorities 
in Malaye (as well as in Ceylon until 1950) operate under an exchange stendaréd 
whieh leads to purchases of foreign securities similtaneously with inereases in 
currency in circulation, 

110. Another type of compensatory capital movement is short-ters borrowing, 
public and private, undertaken in unfavourable years, end followed by debt 
repayment during recovery. These are characteristic of a relatively high level 
of economic activity rather then e deficiency of aggregate Genmend, and cecur 
wore frequently in countries where the economy has reached s certain degree of 
diversification. For example, after the wer end before 1950, Brasil hed 
experienced a severe deterioration in the balance cof current trensestions, arising 
frow the need for capital goods and rev usterials, together with pent-up denen’ 
for many types of consumer goods. This led to substantial short-ters borrowing 
and to an accumulation of deferred import payments which helped maintain the 
volume of imports. After en improvement in the terus of trede in 1950, the 
wonetary euthorities took steps to reduce short-term indebtedness, vith the 
result thet gains in trede during 1950, amounting to 16,000 cruseiros 

(et 19048 deport prices), were accompanied by outward capital sovenents, largsly 
short-term, to the extent of nearly 5,000 million cruseiros, and it was only 
towards the end of the year that the volume of imports began to incresse 
substantially. In Chile, though for different reasons, short-ters capital 
wovements of foreign-owned sining companies also tended to offset the imitis) 
impest of changes in foreign trade gains, as indicated above. 


TORRAR O—F4 
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106. Many of these capital movements arose in the course of normal 
international trade transections, such as increases in credits, customarily 
extended by local exporters to their customers abroad. In other instances, 
capital movements may have been purely speculative, owing, for example, to 
expectations regarding the course of exchange rates. However, in some 

cases they were probably related to the lack of suitable investment outlets 

in the primary producing country (or to considerations of risk) which tend 

to give rise to delays in transferring part of the value of exports to the 
exporting country. In these cases, an increase in the value of exports tends to 
be accompanied by an accum)ation of idle foreign exchange balances in the hands 
of exporters or by short-term investment abroad, thus transferring to other 
countries a part of the income-generating effects accruing from the initial 
increase in the value of exports. 

107. It may be noted, however, that the scope of such movements tends to be 
eusller in countries which have established comprehensive exchange controls, 
and in fect, supervision of the use of export proceeds has sometimes motivated 
the establishment of exchange controls. Furthermore, regulations governing 
exchange rates and the amounts of foreign exchange that exporters are required 
to surrender to the monetary authorities have been changed either to offset 
fluctuations in foreign exchange returns arising from price fluctuations, or as 
e stimulus to the expansion of exports. On the other hand, even in these cases 
an improvement in the balance of payments often leads to a relaxation of 
controls over capital movements, followed by an outward flow of capital, or an 
increase in the flow, 

108. Akin to these capital movements and of still greater importance, was the 
accumulation of gold and foreign exchange assets by governments and central 
banks. The foreign exchange assets of primary producing countries as a whole 
increased by the equivalent of United States $3,200 million between July 1950 
end June 1951 but thereafter fell by United States $1,900 million to the end 

of the first half of 1952, as the imports of primary producing countries 
continued to rise in spite of the decline in the value of their exports. This 
occasioned a reversal in 1951 and 1952 of the previous surplus in the balance 
on merchandise and service accounts in the majority of the countries. 


B7 See World Economic Report, 1951-52 and the surveys of regional economic 
commiss ° 
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109, The eecumlation of foreign exchange assets reached large proportions in 
some rev waterial exporting countries. In Burma, for example, the increase 
in value of exports in 1951, amounting to 255 aillion rupees, was acecepanied 
by a net increase in gold and foreign assets of 154 million rupees. ‘The 
increases in the value of the exports of Ceylon, Indonesie and Malaya in 1950 
also led initially to a large expansion in the foreign exchange reserves of the 
countries, followed by similer movements, though of somewhat smaller magnitude, 
in the succeeding year. The immediate cause was the compensatory policy 
followed by woneteary authorities. In addition, however, monetary authorities 
in Malaye (as well as in Ceylon until 1950) operate under an exchange standard 
which leads to purchases of foreign securities simultaneously with increases in 
currency in circulation. 

110. Another type of compensatory capital movement is short-ters borrowing, 
public and private, undertaken in unfsevoureble years, end followed by debt 
repayment during recovery. These ere characteristic of a relatively high level 
of economic activity rather than a deficiency of aggregate demand, and cecur 
more frequently in countries where the economy has reached s certain degree of 
diversification. For example, after the war end before 1950, Bresil hed 
experienced a severe deterioration in the balance of current transastions, srising 
from the need for capital goods and rev usterials, together with pent-up denend 
for many types of consumer goods. This led to substantial short-ters borrowing 
and to an accumulation of deferred import payments which helped uaintein the 
volume of imports. After an iuprovenent in the terus of trade in 1950, the 
wonetary authorities took steps to reduce short-term indebtedness, vith the 


result that gaing in trade during 1950, amounting to 16,000 cruseiros 

(at 1948 import prices), were accompanied by outward capital sovesents, largely 
short-term, to the extent of nearly 5,000 million cruseiros, and it was only 
towards the end of the year that the volume of imports began to incresse 
substentially. In Chile, though for different reasons, short-teru capital 
movements of foreign-owned wining companies also tended to offset the initial 
impect of changes in foreign trade gains, as indicated above. 


39888 O—54—pt. 5-28 
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- capi te 


lll. Although capital movements in the past have tended to aggravate the 
cyclical instebility of the economies of under-developed countries, long-teru 
Cepitel movements heve on occasion exerted « compensatory influence with 
respect to changes in the terms of trade. During 1948 to 1952, their role in 
this connexion vas not conspicuous, particularly for private investment, 

which - exeept for investments in petroleum - was of relatively moderate 
magnitude during the post-war period. On the other hand, public borrowing for 
econouic development uay be adjusted, within an integrated development policy, 
to changes in the balance of paywente. Thus, in Chile, the authorities 
inereased their foreign borrowing in 1949/50 with a view to qounteracting 
the fluctuations in foreign exchange resources brought about by the recession 
of copper prices in 1949. This succeeded in retarding the fall in iaports 
until 1950 and foreign borrowing decreased again during 1951 
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Effects on the Qutput of Goods and Services 


12, The gross geographical output of goods and services increased during 1948 
to 1952 in almost all of the countries reviewed, as shown in table 6. The 
trends, however, varied from country to country. The rate of increase vas 
greatest for Brazil, Ceylon, Malaya (until 1951), Mexico and the Philippines. 
In most other countries the rates of increase vere smaller, while in Argentine 
end Burma the total output of goods and services actually decreased. 

113, In analysing the trends, it is convenient to discuss production for export 
and the output of domestic industries separately. 


Production for export 
114, Although the prices of exports (particularly in 1950 and 1951) increased in 


the majority of the countries, the volume of production in the export sector in 
many cas@s rose only moderately or actually fell. 

115. Reasons have been given earlier for expecting that the initial response of 
the export industries to an increase in export prices would often be of moderate 
magnitude, particularly in view of the technical difficulties in expanding 
production rapidiy.o/ These factors vere generally operative after 1948 and 
>ontributed to limit the increase in the output of exports. Furthermore, 
expectations of entrepreneurs regarding the temporary character of the edditional 
demand - in so far as it was due to stockpiling, pipeline filling end 
speculative movements in industrial countries - probably helped to reduce 
producers’ response. Similarly, price decreases in 195] and 1952 were not 
followed initially by serious declines in the output of exports. Furthermore, 
the magnitude of price movements differed among commodities; hence the 
inducements to producers were not the same in all cases. 

116, The relative importance of the factors mentioned above varied from country 
to country, as did the nature and magnitude of forces other than changes in 
external prices, The examples below indicate some of the variables influencing 
the output of exports in certain of the countries reviewed. 
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- capi moveusnts 


lll. Although capital movements in the past have tended to aggravate the 
cyclical instability of the economies of under-developed countries, long-teru 
Capitel wovements have on occasion exerted a compensatory influence with 
respect to changes in the terms of trade. During 1948 to 1952, their role in 
this connexion vas not conspicuous, particularly for private investment, 

which - exeept for investments in petroleum - was of relatively moderate 
magnitude during the post-war period. On the other hand, public borrowing for 
econowic development way be adjusted, within en integrated development policy, 
to changes in the balance of paywents. Thus, in Chile, the authorities 
increased their foreign borrowing in 1949/50 with a view to qounteracting 
the fluctuations in foreign exchange resources brought about by the recession 
of copper prices in 1949. This succeeded in retarding the fall in iaports 
until 1950 and foreign borrowing decreased again during 1951 


On the other hand, the iuprovement in the terms of trade the 
facilitated the implewentation of policies of redemption of 
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Effects on the Output of Goods and Services 


112, The groes geographical output of goods and services increased during 1948 
to 1952 in almost all of the countries reviewed, as shown in table 6, The 
trends, however, varied from country to country. The rate of increase was 
greatest for Brazil, Ceylon, Malaya (until 1951), Mexico and the Philippines. 
In most other countries the rates of increase were smaller, while in Argentine 
and Burma the total output of goods and services actually decreased. 

113. In analysing the trends, it is convenient to discuss production for export 
and the output of domestic industries seperately, 


Production for export 
114, Although the prices of exports (particularly in 1950 and 1951) increased in 


the majority of the countries, the volume of production in the export sector in 
many cases rose only moderately or actually fell. 

115. Reasons have been given earlier for expecting that the initial response of 
the export industries to an increase in export prices would often be of moderate 
magnitude, particularly in view of the technical difficulties in expanding 
production rapidly 2/ These factors vere generally operative after 1948 and 
contributed to limit the increase in the output of exports. Furthermore, 
expectations of entrepreneurs regarding the temporary character of the additional 
demand - in so far as it was due to stockpiling, pipeline filling and 
speculative movements in industrial countries - probably helped to reduce 
producers' response, Similarly, price decreases in 1951 and 1952 were not 
followed initially by serious declines in the output of exports. Furthermore, 
the magnitude of price movements differed among commodities; hence the 
inducements to producers were not the same in all cases. 

116, The relative importance of the factors mentioned above varied from country 
to country, as did the nature and magnitude of forces other than changes in 
external prices, The examples below indicate some of the variables influencing 
the output of exports in certain of the countries reviewed. 
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Table 6, Composition of Gross Geographical Product in Selected 
Primary Producing Countries, at 1948 Prices, 1948 to 
1952 (Percentage of gross geographical output in 1948) 


Oss gecgre ou 0 
oods and services Gains, or 
losses (-), 

trade 


6 
Country and year ot/ and services ‘Total 


.b/ 


1949 Ceerereeceere 
1950 ee eeeereeseee 
1951 eereeereeerre 
1952 seeceveeerese 


Australia: 


Burma: 
1967 8 eeeeeeeeee 
1948/49 eeeeereeee 
1949/50 eeereeeene 
1950/53 scdsncesen 


Brazil: 
i idltatenpene 
1950 eeereeereeeeree 
1951 eereeeeeereeee 
1952 ... 


1949 eeeeeseeeeeae 
1950 eeeeeeeeearece 
1951 eeeeececeoser 
1952 eeeeeecsereee 


oe ee 
3882 
c . . . . * 
Ownui @ 


Wr run 


Chile: 
“19558 eeereceeeveeeee 
1949 eeeeeeeveeeee 
1950 eeeeeeeeeeeee 
1951 eeeeeeeceeeeee 


S882 RERSES 


Som a 
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Table 6, Composition of Grose Geographical Product in Selected 
Primary Producing Countries, at 1948 Prices, 1948 to 
1952 (Percentage of gross hical output in 1948) 
(continued 


cal ou 
and services Gains, or Totel gross 
/ 3 losses (-), geographical 


Country and year Export 2 and services Total from trade product 
2/ 
eeeeceeeseoaeee 29.0 100,0 
1949 eeeeeeeeeeece 29.9 106.0 
1950 eveceeceaceoe 31.4 118,0 
1951 eeceeeeeeeece 29.5 129.0 
1952 eeeeeseoceeeee 26,8 109,0 


Mexico;?/ 
eeeseeeeoeeoe 15,1 100,0 
eeereecsqeees 105.9 
eeceeeeeeecoes 117.0 


eeeeegeseeeoe ° 121.6 


eeeeeeoeceere 127.6 
Southern oia:2/ 


eeeteoeecaeree 100.0 
1949 eesseeeseoare 102.1 
1950 eeeeeeseoseee 60 110.9 
1951 seeeeececcagece 115.4 


Turkey; 
“Tors eeeeeseeceoee 100.0 


Me oceeesseseese 5.7 83.6 
1950 eeeeeeoeeeeeoee 96 103.9 
1951 eeeoeeececeee 117.6 


Tape ee 
eeeeeereecgece 100,0 


1949 eeeeeeegeceee 107.1 
1950 seeeeceseeeere 114.3 
1951 eeteeoeserese 18.0 129.9 
1952 sesecccecesce 20.2 113.7 133.9 


Sources; Argentina and Mexico: From United Nations, c 
ao reer other countries; compu 
nt oO onomic Affairs, on the basis of official stunhebien, 
Quantum of exports, except Ceylon and Malaya, production for export, 
At 1950 prices, 
With respect to 1945, 
Based on data for national product, 
Net geographical output. 
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117. The production of copper in Chile fell between 1948 and 1949, and there 
was little increase in the three succeeding years, Technical problems 
relating to the nature and treatment of the ore were the principal factors 
which have tended to prevent a rapid expansion of output, In the case of 
nitrates, some of the plants were working at capacity in 1950 and 1951, and the 
uncertainty arising from the expansion of synthetic nitrogen probebly tended to 
limit the growth in capacity and output during this period, The increase in 
the capacity of metal working industries in Chile permitted a sharp increase in 
the volume of exports of copper and iron semi-manufacturees in 1951, e factor 
which contributed to the improvement of Chile's terms of trade in that year, 
118, The rise in the prices of raw materials like rubber and copra stimulated 
some increase in output for export in Far Eastern countries in 1950 and 1951, 

In Ceylon the index for rubber output reached 129 in 1951 (1948 = 100) but fell 
below the base year in 1952, Fluctuations in tea production vere more moderate; 
and the age composition of the coconut trees was partly responsible for the fall 
in the output of coconut products before 1951. 

119, In Malaya the output of rubber fell in 1949, recovered moderately in 1950 
but declined sharply in 1951 and 1952, Tin production was expanded in 1949, as 
@ result of the rehabilitation of the industry, but thereafter remained 
comparatively stable, On the other hand, the output of other agricultural 
export products rose steadily. Owing to these divergent trends, the ca.poeite 
index of the output of export products increased by only 8 per cont between 1948 
and 1950, and the gains vere lost in the next two years, 

120, The output of export crops in the Philippines was stimulated by repair of 
war-time destruction, The rise in domestic demand due to internal inflation, 
however, served to retard recovery in output for export by comparison with 
domestically-consumed products in the post-war period, until 1948 or 1949, In 
the following years, the services furnished to foreign governments declined and 
partly offset the expansion of merchandise exports, 

121. In Brazil, production of coffee is limited by the age composition of the 
coffee bushes, a result of inadequate planting during years of low coffee prices, 
The high prices reached after 1949 may have helped to raise productivity through 
the increased use of fertilizers, the spread of irrigation and other technical 


9/ It should be noted, however, that at ite peak the over-all level of production 
barely exceeded the pre-war levels, 
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improvements, but these failed to bring about an increase in output until 1952.20/ 


The second largest export product, cotton, showed a rising trend in production 


during most of the period 1948 to 1952, but exports have lagged partly because 
11/ 


of changes in quality and over-valuation of the cruzeir and also, probably, 
pecause of a relative shift to the domestic market in some years, 

122. In Egypt, the fact that suitable land resources were already fully 

utilised prevented more rapid expansion of cotton production after 1949. On the 
other hand, in Southern Rhodesia output of the major export crop, tobacco, rose 
sharply between 1948 and 1950 owing to large investments in the industry (though 
drought caused @ fall in yields in 1951, and exports declined), This 
illustrates the lag in the effects of price increases, for it was the rise in 
prices in 1946 and 1947 that stimulated the increase in output; price changes 
after 1948 were comparatively small. 

123. In numerous instances, the :‘se in-export prices was accompanied by 
appreciable increases in outp This happened in the case of cotton in Mexico 
and Turkey, coffee (aside from Brazilian) and cacao, In some of the countries 
exporting agricultural raw materials, the expansion in export production was 
achieved in part at the expense of food crops, Such «ms the case in the Far 
Rest ,22/ as well as in Mexico and, probably, in Egypt. In these cases the 
incentive to increase the output of raw materials arose in part from the fact 
that their prices increased; the fairly stable trend of cereal prices during 
the period under review probably tended - amorg other factors varying from 
country to country - to discourage an increase in cereal production among 
exporting countries, Both cultivated area and production of wheat and corn 
tended to remain stationary or to decline in Argentina and Australia. Rice 
production in the Far East likewise failed to record significant gains between 
1949 and 1950,23/ while prices remained cumparetively steady, and from 1950 
onward rose only slightly. 


10/ See United Nations, Economic Survey of Latin America, 1951-1952. 


1l/ eid. 
12/ See United Nations, Economic Survey of As‘s and the Far East, 1951, page 12. 


13/ Ibid., pages 8 to 13, The report discusses other factors which contributed 
to reduce the volume of food production in that region. 
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124, Among wool exporting countries, the course of prices in 1950 and 1951 
induced a moderate expansion of output in Argentina, Australia and Uruguay, 
limited by the size of flocks, 


Output of domestic industries 

125. In contrast with the trends in production for export, significant increases 
were recorded in the output of other sectors among most of the countries reviewed, 
As a consequence, the ratio of the output of domestic industries to exports 
generally increased throughout moot of the period, 

126. The trends in output of domestic industries, again, were not similar in all 
countries, but depemled on the reletive strength of the factors mentioned in 
part II (for example, the amount of gsina from trade and the proportion retained 
within the country, the spending habits of the population, the diversification 
and capacity of domestic industries). In additicn, the trends recorded after 
1948 showed the influence of many other verieblec, the nature and strength of 
which differed from country to country. 

127. One temporary characteristic of the post-war period in many countries was 
the existence of a substantial unsatisfied Gemand. This resulted primarily 
from restrictions on international trade during the war, which led to a reduction 
in imports into primary producing countries of consumer goods as well as capital 
goods, In many of these countries the expansion of secondary industry during 
the war had increased the demand for equipment both for replacement and for new 
investment, while in other countries, the repair of war-time damage also led to 
an increass in the post-war demand for cepital cools. In all these cases, the 
propensity to consume and to invest vere high. 

128, At the same time, the recovery in importe cvring the post-war period had 
permitted expansion in the capecity cf industries producing capital goods as 
well as coneumer goods, Hence, in scme countr:es, such as Argentina, Brasil 
and the Philippines, relativeiy large increases in output were recorded in 1948 
or 1949, although gains from trade concributed tut little to the product of 
these countries in those years. 

129, The increase in the output of domestic industries was sometimes facilitated 
by the fall in import prices. This factor was apparent in a few cases in 1949, 
when it strengthened the influences of the existing high propensity to consume 
and to invest, mentioned ebove, 
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130, Another factor vorking in the same direction was the existence of large- 
ecale public or private investment programmes. The importance of these to 
under-developed countries obviously transcends short-term considerations and 

in many cases such programmes are not closely related to current economic 
conditions, In the present context, however, they are significant principally 
because if the nature and timing of investments permit a prompt rise in output, 
the additional demand arising out of gains from trade is likely to be more easily 
met by additional supplies, Several instances of this relationship were observed 
after 1948, for example, in Brazil, Turkey and Southern Rhodesia, among others. 
131. Manufacturing. In certain countries secondary increases in output in 
response to gains from trade were facilitated by the development and 
diversification of domestic manufacturing industries, This ie due partly to 
higher productivity of industry in general, partly to relatively high income- 
elasticity of demand for manufactured products, partly to greater flexibility in 
adjusting industrial production plans and partly to the greater readiness of 
industrial entrepreneurs to respond to economic inducements, The incentive to 
increase output and thus to spread the gains in foreign trade may be expected to 
be higher in countries where manufacturing industry furnishes an important 
contribution to the national product, at least up to the point when a state of 
full employment has been reached, 

132, The dynamic role of secondary industry is apparent in Australia, where 
manufacturing development and diversification have reached substantial 
proportions. Australian gains from trade until 1951 were accompanied by 
significant increases in the output of goods and services, in spite of high 
propensity to import, foreign competition and the achievement of nearly full 
employment of labour and capacity in many branches of industry. 

133. In Brazil, where industry contributes one-third of the gross geographical 
product, the response of the economic system was similar, although the magnitudes 
were different, Between 1948 and 1951, gains in foreign trade amounted on the 
average to 7 per cent of the geographical product, and were associated with 
larger increases in non-export production, Here the rise in the terms of trade 
took place largely during the late part of 1949 and the early months of 1950, but 
compensatory monetary policy eased the impact of the improvement in the terms of 
trade and permitted a more orderly response of the economic system. 
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134, In Chile, the magnitude and timing of the changes were different, although 
the sequence of events was essentially similar. Chile has succeeded to a 
substantial extent in replacing imported non-durable consy:er goods by domestic 
products although it is still dependent upon imports of most capital goods and 

@ number of raw materials and petroleum. Thus, although exports represent less 
than 10 per cent of the geographical product, the significance of foreign trade 
to the economy is still very great, During the period 1948 to 1951 gains in 
foreign trade, averaging about one per cent of the geographical product, were 
accompanied by larger increases in the output of goods and services for the 
domestic market, The strategic role of foreign trade was apparent in 1950: 

6 decrease in imports occurred as a consequence of the contraction in the capacity 
to import which followed the fall in copper prices in 1949, Although the volume 
of imports of raw materiale and the output of manufactyring industries were 
maintained (partly by the utilization of inventories and partly at the expense of 
imports of consumer goods), total output of goods and services levelled off and 
investment suffered a significant decline, The recovery in copper prices during 
the latter part of 1950 coupled with other favourable factors created conditions 
leading to a renewal of the upward trend in total output during the following 
two years, 

135. In the above three instances the output of industries producing for internal 
markets rose faster than total output while the output of most export goods 
became less (or actually fell), resulting in a relative decline in the ratio of 
exports to total output. It should be noted also that economic activity was 
maintained in these countries not only by favourable trends in foreign trade 
prices but also by a high level of domestic investment, both public and private, 
136, Among countries where the industrial base ise narrower, the stimulus from 
gains in foreign trade elicited only a limited response in the short-run, The 
favourablc movement in the terms of trace between 1948 and 1951 led to substantial 
expansion of imports of consumer goods, raw materials (and in certain cases 
foodstuffs as well) and scmetimes to higher land rents, 

137. Nevertheless, considerable expansion in the output of manufacturing took 
place in a number of countries, In Malaya, industrial ovtovt atarting from a 
low level rose nearly 75 per cent between 1948 and 1951. A similar trend, 
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though much lese marked was observable in Ceylon, Egypt and the Philippines, 

In these cases, inadequate capacity in manufacturing industries probably limited 
the volume of production and the magnitude of industrial expansion, 

138, In many countries expansion in manufacturing output was facilitated by 
increased investment in industry, This was the case in Australia, Brasil and 
Chile, eas well as in other countries. In Southern Rhodesia, for example, 
manufacturing output rose by one-third between 1948 and 1950 and further large 
gains appear to have occurred in the following year, In this case, employment 
in construction indicated that activity in this industry expanded even more than 
in manufacturing. In Mexico, manufacturing production rose by 45 per cent 
between 1948 and 1952 but here the gains from trade probably did not play a 
decisive role in bringing about the expansion of the economy because of the 
limited magnitude and erratic direction of changes in terms of trade, 

139, When the terms of trade move against primary producing countries, the 
unfavourable impact on the over-all level of economic activity can be offset, 
partly or wholly, by the expansion of output in industries producing for the 
home market with the support of appropriate government policies, This was the 
case in Argentina, where the terms of trade reached a peak in 1948 and then 
deteriorated sharply. While the output of agriculture fell, owing partly to 
climatic conditions, industrial output, including construction and public 
utilities, though lower in 1949, thereafter remained fairly constant until 1951, 
at a level somevhat below the 1948 maximum Lut above the volume of earlier years, 
In contrast, the level of activity in the remaining sectors increased rapidly 
until 1949, dropped back in 1950 to the 1947 level and again fell in 1952. 

140, Similar evidence of sustained manufacturing production appeared in 1952 in 
other countries affected by the receseiou in raw material prices, including 
Malaya, the Philippines and, probably, Ceylon. 

141, The case of Argentina also exemplifies the cumulative effects of an adverse 


movement in terms of trade 24/ The output of manufactures had 6 stabilising 


14/ In this country, as in others, the effects were the result not only of 
changes in the terms of trade but also of other factors (see United Nations 


Economic Survey of Latin America, °951-1952, chapter II). 
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influence in 1949 to 1951. As the terms of trade steadily worsened after 1948, 
however, it became increasingly difficult to maintain the supply of certain raw 
materiale and fuels, while domestic markets began to shrink, The turning 

point was reached in 1952 when the terms of trade had fallen to about 50 per cent 
below the 1948 peak; a further decline in the agricultural production and in 
exports, as a result of drought, forced a drastic cut in imports and this, 
together with smaller public investment following the completion of the five-year 
plan, reduced aggregate demand and was followed by a reduction in the output of 
industry for the first time since 1949, 

142, Manufacturing industries in the majority of primary producing countries are 
largely dependent upon imported equipment and very often upon imported raw 
materials, Hence, gains from trade in 1950/51 resulted in increased imports 

in both categories, Output and the ability to absorb raw materials, however, 
are limited in the short run by the productive capacity of the industries in 
question, When a condition of full employment is reached, the rise in domestic 
prices stimulates the importation of both equipment and finished consumer goods. 
This was apparent in 1950 and 1951 in Australia as vell as in certain other 
countries, In these cases, an adverse movement in the capacity to import my 
later lead to a reduction in imports of finished consumer goods and capital goods 
before imports of raw materials, fuels and, in certain cases, essential consumer 
goods are affected. In Australia, for example, the reversal in terms of trade 
in 1951/52 at a time of quickly rising imports was followed by a drop in the level 
of industrial production which led to the introduction of severe restrictions on 
imports in 1952, 

143, In Argentina, imports of raw materials and fuele constituted more than 
one-fourth of total imports durinz the period 1947 to 1949, and imports of 
capital goods close to 45 pe> cent of the total in the same period, After 1949, 
the volume of imports of raw materials remained steady and fvel imports increased 
moderately, Imports of consumer goods, however, fell by 63 per cent between the 
period 1947 to 1949 and 1952, while those of capital goods dropped nearly 

4O per cent, although in both cases the decline was offset in part by an 
expansion in domestic output. In Chile, the short-lived contraction of imports 
in 1950 affected consumer goods and fuels, Imports of capital goods levelled 
off but 41d not actually fa21,25/ 


15/ Economic Survey of Latin America, 1951-1952. 
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bh, Agriculture, The pattern of land tenure, technical conditions of 
production, the availability of unused land and the nature and size of markets, 
together with climatic conditions, are among the factors which determine both 
the level of agricultural and pastoral output and its response to favourable 
prices; some of these variables may tend to diminish or obscure the immediate 
impact of price changes. In certain instances the development of agricultural 
production was held down by the movement of population to the cities, encouraged 
by industrial development, The output of agricultural and livestock production 
between 1948 and 1951 showed, on the whole, little initial response to short-run 
price changes, not only in the case of export products but also in the case of 
products for internal consumption. 

145, With respect to the latter, however, some outstanding exceptions are to be 
found in countries where recent edvances in production reflect the play of 
temporary factore, auch as the rehabilitation of installations damaged during the 
war or shifte in internationel demand, Thus, Indonesia, Malaya, the Philippines 
and Thailand substantially increased their agricultural output after 1948, 

146, In other cases in which significant progress was achieved in the output of 
agricultural produce for the domestic market, increases in production were 
facilitated by governmental programmes for agricultural development. This vas 
the case in Colombia and Uruguay, among other Latin American countries, as well 
as in Ceylon and Turkey, In Ceylon, the land development programme vas 
accompanie? by an increase in production for the domestic market of over 

30 per cent between 1948 and 1951. In Turkey, the extension of mechanisation 
facilitated the increase in output of cereals, leading to an exportable surplus 
of wheat in 1952. 

147, Other sectors. Activity in services and public utilities generally 
increased in most of the countries reviewed. The rates of increase vere not 
equal for all countries or among different sectors; in transport and power 
industries especially, the rise was limited in some countries by inadequate 
capacity, which could not easily be expanded in the short run. In some countries 
where industries producing for domestic markets do not contribute significantly 
to the national income, commerce and personal services were among the sectors 
which expanded at a greater rate in response to gains from trade, 
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148, In many instances internal commercial activity rose almost simultaneously 
with external prices, for example, in Brazil during 1949 and 1950 and in Ceylon 
during 1950 and 1951, In Malaya, the expansion in entrepdt trade during the 


same years contributed significantly to the rise in the geographical output of 
the country. 


149, On the other hand, price declines in 1952 were accompanied in some of the 
countries by substantial contraction in commercial activity, which was among the 


major causes of the decline in the geographical output of goods and services 
recorded, 


Effects on the Course of Domestic Prices and the Distribution of Incomes 


The course of domestic prices 


150. In many under-developed countries inflationary tendencies appeared with the 
rise in foreign trade prices after 1948, However, the magnitude of price 
increases varied greatly among countries, as shown in table 7, as did the 
relative importance of inflationary forces of external or domestic origin and the 
strength of anti-inflationary policies, 

151. In each country, therefore, changes in foreign trade prices were only one of 
the forces at work, and their contribution to the movement in domestic prices was 
not always decisive, The influences of different variables mentioned above 
cannot always be clearly separated, however, in some cases it is possible to 
indicate the strength of the influence of foreign trade prices on the course of 
other prices, The following analysis attempts to abstract from general 
inflationary and deflationary tendencies those that were immediately connected 
with foreign trade prices. 

152. The composition of importe clearly influenced the course of domestic prices, 
Firet, the relative stability of prices of cereale and, to a lesser degree of 
textiles and other consumer goods, contributed to keep the cost of living down, 
especially in countries vhere consumption is relatively less diversified, while 
in some instances declines in the prices of certain imported capital goods 
probably contributed to reduce production costs in industry, In countries 
where raw materials constitute a significant proportion of imports, however, 
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movements in import prices and domestic prices corresponded lese closely. 
furthermore, in countries experiencing an expansion of investment in export or 
manufacturing industries, or in other fields, the trends in both import and 
domestic prices, including cost of living items, tended to rise more sharply 

than in other countries, 

153. On the other hand, in many of the countries, producers in export industries 
did not expand their demand for goods and services from other sectors to the 

same extent as proceedc from exports increased, Not only production remained 
fairly stable in the export sector, but in some of these countries new investment 
in export industries actually declined; in these cases taxation of exports and 
other fiscal measures were among the most significant means of stimulating 
economic activity in other sectors of the economy by increasing the aggregate 
demand for goods and services. 

154, In many of the countries reviewed the course of domestic prices was perhaps 
less closely related to export than to import prices, The relation between 
these price series was less close, however, in some countries in which foreign 
trade ie small in relation to the gross geographical product (for example, Brazil) 
or where, as in Australia, the export sector is closely integrated with the rest 
of the economy, and the achievement of substantially full employment in many 
industries limited the magnitude of secondary increases of output in other sectors, 
The following paragraphs indicate briefly some of the major forces active in 
individual countries, 

155. In Southern Rhodesia, which imports many foodstuffs and coneumer goods, the 
cost of living and import prices tended to show parallel trends until 1951. 

The expansion of manufacturing output, however, probably contributed in this case 
to moderate the increase in the cost of living, counteracting the rise in prices 
of imported goods. Egypt, which is also a food importing country, lowered or 
abolished import duties on cereals and this contributed to the stability of 
retail pricee and also permitted an increase in food supplies in spite of «4 
moderate shift in production from cereals to cotton, Simultaneously, duties 

on finished consumer goods were raised, and those on raw materiale and capital 
goods were lowered, to stimilate investment and production in manufacturing. 

This in turn led to a significant increase in money wages in the towns, 
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Table 7. Indices of Prices and Wages in Selected Primary Producing 
Countries, 1949 to 1952 
(1948 = 100) 


Country and item 


Australia: 
Export prices; 
All 20GMB ccccesecccce 
Wool eoqeeeeecenseaooere 
Metals eovecertrsoscsoe 
Import prices: 
All items ecoetecerseeee 
Wholesale prices: 
All items geeeeereroos 
Imported goode <sseces 


Cost of living: 
All items ccccccccccce 
Food cert neseetbeocveore 


Money WORSE sesecrvoceoe 


Brazil; 


Export prices eeoreeorere 
Im:ort price® .secesesce 
Wholesale prices ..ooees 


Cost of living: 
All items eeeroeeceoes 
Food ereaeseeeoeeraeeceoe 
Money wages in 
manufacturing eeeeesoroe 


Ceylon: 
Export prices cecoeyceen 
Import prices; 
All items seoreceeoons 
Grains and flour e500 
Textiles eecessaencoes 
Capital goods cesccoee 


Cost of living (Colombo); 
All items aceocoevcese 
POOd seccessececcocaces 


Money wages on 
plantetions encoooroere 
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Table 7. Indices of Prices and Wages in Selected Primary Producing 
Countries, 1949 to 1952 (continued) 
(1948 = 100) 


Country and item 


Chile: 


Wholesale prices; 
All items cccrecevecveeevets 
Domestic fO0dS seocseesevces 


Food eoeceeegesseseseceece 


Textiles sececeevesvecvess 


Tumported goods .esosesoeesers 


FOOd soocnecccveccecseooce 


Raw materiale sescsocsncecs 


Cost of living: 
All items .coccecrorevecvess 


Food eecoecececsereeeeeceees 


Money wages in manufacturing 
Bayt: 


Export prices Ceeeeeseterereve 
COLTON seocecccecsnsesoesees 


Import prices seer reeeceebeese 
Metals eeroeeoeecoeseoceee*ee 
Pertilizers ...ccosessaceses 


Wholesale prices .sosscsescces 


Cost of living: 
All items coesccecccosaccess 


Food Pooelceeroereseoeseserre 


Money wages in industry ....+- 


Malaya: 
Export prices: 
All items ccococccesvecocoss 
RUDDET sooceectocesoecnrcess 


Tin Seeeeoeecerceseeeecoeeeer 
Import prices sesecesesossocns 


Cost of living 
(January 1949 = 100): 
All items eeeceeeeeceroecescece 


Focd SeeoococrReeeceeeesooeeee 


S9RRR O 54 pt 
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Table 7. Indicee of Prices and Wagee in Selected Primary Producing 
Countries, 1949 to 1952 
(1948 * 100) 


Country and item 


Australia: 


Export prices; 
All items Coreeonoeres 


Wool Cugqgreesccescoooene 


Metals eovecertoveosoe 


Import prices; 
All items scecccccseece 


Whcleeale prices: 
All items eeeeeeresoos 
Imported goods <sseces 


Cost of living: 
All items Seoeeeoeeese 
FOCE cesencoctecsveoce 


Money WARCB sececeosorcee 


Brazil: 
Export prices sseccovess 
Im:ort price ceccesecee 
Wholesale prices ..coees 


Cost of living: 
All items .ncroscccces 


FOOd .scaseccecvecesos 


Money wages in 
manufacturing eeevecceos 


Ceylon: 
Export prices sescevceen 
Import prices; 
All items eeoesoesoens 
Grains and flour e650. 
Textiles eececseonceee 
Capital goods casesces 


Cost of living (Colombo) 
All items aceococtcese 
POO seccessececcoceces 


Money wages on 
plantetions ..ncoocscece 





STOCKPILING STRATEGIC AND CRITICAL MATERIALS 431 


Table 7. Indices of Prices and Wages in Selected Primary Producing 
Countries, 1949 to 1952 (continued) 
(1948 = 100) 


Country and item 


Chile: 
Wholesale prices; 
All items cecrecevacvecceaee 
Domestic goods cetera steeres 


FOOd soccccvqeevecssoccces 


Textiles eececeeeeeogeteos 
Tmported 00d wescceccecers 


FOOd seooscecccvecsecesoces 1 


Raw materials ceccosssrecs 


Cost of living: 
All items cccocescrcreseccess 


FOG eoccccececcaneseccceces 


Money wages in manufacturing 


Egypt’ 
Export prices Seeeeeseterereve 
Cotton Seoceseeerrcreesotseacee 


Import prices seeerrecoeebeeee 
Metals cenceeceececascsecses 
Pertilizers .ocscossscaceess 


Wholesale prices .ecscosescces 


Cost of living: 
All items eceeeeeecsereccese 


Food Seoeceeroerereeoseeoere 


Money wages in industry ....+- 


Malaya: 
Export prices: 
All items *eeeceocerseeeeeeoeere 
RUDDET ccoccestocesesenreces 


Tin secccocccesevccoecoecees 
Tapert prices secccessseccocns 


Cost of living 
January 1949 = 100): 
All items csccvcvccerccecces 


Focd Seeceorteseeeeeesoocaeses 


39888 O—54—pt. 5 0 
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Table 7. Indices of Prices and Wages in Selected Primary Producing 
Countries, 1949 to 1952 (continued) 
(1948 » 100) 


Country and item 1949 


Mexico: 


Wholesale prices: 
All items ..... 
Raw materials .... 


Coet of living: 
All items .ocsece 
F. a cccccccces 


Philippines: 
Export prices: 
All items .seeees 
Copra .ccccccccsccveces 
Sugar ccosevccccsssveve 


Import prices seccecesess 


lesale prices (1949 = 100): 
All items cosesevccsess 
Domestic goods .sreeses 
Imported good@ «esses. 


Cost of living: 
All items wevccsesesess 
Wearing apparel ...+++. 


Money wages: 
Agriculture seessseeess 
Unekilled labour, Manila 


Southern Rhodesia: 


Export prices: 
All items cosscvesesees 


Import prices: 
Cost of living: 
All items .rccccssscees 
Clothing cssvescvsssese 
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Table 7. Indices of Prices and Wagee in Selected Primary Producing 
Countries, 13 to 1952 (continued ) 
1948 = 100) 


Comtry and item 


Art prices: 


CORRE ccccccccccccccccece 
TOWRCCO .cccccercccccccces 


Import prices: 
All items ..... 


Wholesale prices: 
Raw materials ....sscseees 


Cost of living: 
All items ...cereeee ee 


Soure: United Nations, Statisti » Memthiy Bulletin of 
Statistics and offic nat statistics. 


a/ Preliminary. 
b/ Domestically consumed goods. 





434 STOCKPILING STRATEGIC AND CRITICAL MATERIALS 


particularly efter 1949, On the other hand, there are indications that wages 
in agriculture rose less rapidly and that profite of tenant farmers probably 
increased somevhat but less than land rents. 

156. In Turkey, which had become more self-sufficient in respect of food 
supplies, crop failures in 1949 and 1950 ourtailed the availability of 
foodstuffs and mised food prices, but in 1951] the output of cereals and legumes 
(and of agricultural rew mterials) greatly increased again. Imports of 
cereals at relatively low prices helped to mintain domestic supplies of food, 
and in 1952, the recovery of cereal production was complete leading to the 
emergence of an export surplus. Furthermore, wit values of imported goods 
generally fell after 1948, thus aiding the mintenance of domestic price 
stability. On the other hand, wages - and manufacturing output and 
construction - rose sharply in the cities, although in 1950 they hed not 
recovered to pre-war levels. 

157. The stability of import prices of textiles and food before 1951 helped to 
maintain relatively stable price levels in Ceylon, which is greatly dependent 
on many essential importe, Money wages rose considerably on rubber, tea and 
coconut plantations but in urban occupations wages and costes appeared to have 
risen less during the export boom in 1950 and 1951. At the same time, the 
development of agricultural production for internal mrkets added to the 
effectiveness of anti-inflationary policies and rising real incomes among 
agricultural producers. 

158. In other countries, some of the factors mentioned above were also 
operative but inflationary trends - arising in part from general scarcities 
due to war-time destruction and from rehabilitation expenditures - brought 
about a general rise in domestic prices of the saze intensity as the increases 
in money wiges. However, in some of these countries wages in export 
industries tended to rise above the average. In the Philippines, 
rehabilitation in agriculture wie accompanied by substantial increases in 
production. On the other hand, the capacity to import generally moved 
dowmaris, first because of the drop in export prices in 1949 and 195] and, 
secomi, because of gradual reduction in governmental grants. This led toe 
contraction of importe after 1950, reflected in increased vrices of manufactured 
goods, which prevented the cost cf living from falling to the same extent as 
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food prices. Money wages in the cities declined slightly between 1949 and 
1950, but recovered thereafter. 

159. In Malaye the expansion of activity in urban industries only partially 
moderated the inflationary consequences of a rise in import prices, because 

of the lack of development of domestic industries. Accordingly, the cost 

of living index in Singapore followed the direction and mgnituile of the index 
of import prices. 


D of and in 2 t 


160, Fluctuationa in the terms of trade have a direct effect on the distribution 
of incomes acvruing from exports and an indirect effect through the secondary 
impact of the changes in incomes on employment, production and prices. 
Therefore, the ultimate consequences of a change in terms of trade are not 
easily distinguishable from those of other variables. In the mjority of the 
primary producing countries reviewed for which informtion is available, 
aggregate real incomes grew during 1948 to 1951, but aggregato labour incomes 
rose at a lesser and stoadier rate than other incomes. However, in many cases 
in which export prices and terms of trade fell in 1952, real labour income 
continued to increase, while other incomes fell. These changes occurred 
within the export scctor, which was the sector most directly affected by 
variations in export prices, but similar changes probably occurred in non- 
export industries in generel. 

161. The analysis in the preceding chapters pointe to some of the causes 
underlying the trends noted above: first, the export boom wae primarily « 
phenomenon of price rathor than of quantity; second, ite short duration 
Muited the effect of inflationary increases in domestic demand arising from 
gine in foreign tredo; third, the h’gh elasticity of the supply of labour, 
especially in countries vhere the subsistence agriculiure sector is important, 
rapidly translated increases in the demnd for labour into an expansion of 
employment and retarded the rise in real wage rates in the mrket economies. 
162, Employment showed rising trends wmtil 1952 in the countries for which 
information is aveilable, but in 1951 and 1952 it tended to level off in some 
of them although few instances of actwlly falling employment were noted. 
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By and large, after 1948, real wage rates vere more stable than either 
employment or aggregate real wages. Thus, in the short mm it appears that 
the largest gine in the standard of living among wage earners, especially 
among the less developed countries, were achieved by those formerly employed 
in the low-productivity sectors and were brought about as a result of their 
shift to employment having higher pro@uetivity and wages. 


Government revenue 

163. During the’ period of rising prices before 1951, revenue increased in the 
ma jority os producing countries reviewed, both in money terms and in 
reel term, The increase in revenue extended to export taxes - in countries 
where these were in effect - and also to other taxes, as a result of the rise 
in the value of exporte and in the gross national product, In 1949, 
devaluation of currencies led in many Asian and latin American countries to the 
establishment or revision of export taxes, designed to channel to the treasury 
a proportion of the increased value of exports. A similar process accompanied 
widespread price increases in 1950 and 1951. Some countries raised additional 
revenue from profits of fiscal agencies active in foreign trade or from profits 
arising from exchange controls. 

164, In most Asian countries, proceeds from export duties rose rapidly. Thus, 
in Malaya the yields of ag yalorem duties on rubber and sliding-scale duties on 
tin rose fivefold between 1948 and 1951. Revenue from export taxes, which 
constituted one-fourth of the total reveme of the Federation of Malaya in 
1948, accounted for almost one-half in 1951. In Ceylon, proceeds from export 
duties more than doubled between 1945 and 1951, and their share in total 
government revenues increased from 20 per cent in 1946 to % per cent in 1951. 
165, In most countries, hovever, public revenues initially lagged behind the 
rise in the value of exports and of gross preduct, This wis due in some cases 
to delays involved in the emctment or revision of taxes and, in others, to 
delays inherent in the collection of certain categories of revenue, such as 


16/ A brief discussion of the relation of fluctuations in prices and changes 
in government revenue is included in part II, 
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income taxes. As a consequence, in 1950 - and even in 195] - the retic of 
public revenue to gross national product declined in mny countries, but 
recovered in 1952 as the yield of taxes continued to grow while the gross 
gecgrephical product tended to level off or actually decrease. 

166, In 1952, export taxes were lowered in some countries, and differential 
exchange rates adjusted with a view towards mitigting the loss of income in 
the export sector. In these cases, it is probable that revenue my fall after 
1952. 

167. In 1950 to 1952, however, public expenditure increased earlier and more 
steadily than revenue, not only because of inflationary price increases but 
also because of expanded governmental action, including the use of food 
sudsidies in some countries, as well as widespread increases in development 
expenditures. Hence, delay in the increase of tax receipts led to the 
reduction of surplus or to actual deficits which, to the extent thet they 

were financed from banking sources, tenied to exert inflationary preesure. 

Qn the other hand, public expenditures remined high or were actually increased 
in 1952 in many countries, Although in that year revenue ws exceptiomlly 
high in a number of countries, it declined in others; in the future, the 
decline in tax receipte my likely jeopardize development plans, wmiless new 
sources of revenue or credit can be developed. 


The courwe of investment and development planning 


168, Increases in profits accompanying rising prices ani higher real national 
incomes generally induce optimistic expectations among entrepreneurs and hence 
lead to an increase in the volume of capital formtion. ‘This ws gmeralily 
the case in most under-developed countries during the period after 1948, 

169. Table 8 shows trends in consumption 1nd investamt. Gross domestic 
capital formtion rose steeply between 1946 and 1951 in the mJjority of the 
coustries. In eome of the Far Instern countries, however, the gradul 
levelling off in expenditures for rehabilitation of war-time damge, together 
with wmeettled political conditions in certain instances, contributed to hinder 
the rise in capital formtion. 
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170. In the majority of the countries reviewed, gross capital formation grew 

at a greater rate than the gross geographical product, notably in Brasil, 

Ceylon, Mexico and Southern Rhodesia. In Austrelia, the rate of increase in 
capital formation vas smaller than in gross product, but the initial amounts 

in 1947 to 1949 were large not only in abeolute figures but also in relation 

to gross geographical product. During the period 1948 to 1952, gross capital 
formation averaged 24 per cent of gross product. In Southern Rhodesia the ratio 
was even larger, averaging 44 per cent. In met other countries, however, the 
ratio of investment to grose product was much emiller, averaging 13 per cent for 
Brazil, 9 per cent for Ceylon, 12 per cent for Chile and 15 per cent for Mexico, 
171. The contribution of foreign investasnt to the volume of capital formation 
varied widely among the countries reviewed. Table & shows that a few countries 
were able to attract relatively large amounts of foreign capital. In Southern 
Rhodesia the inflow of foreign capital (together with immigrants’ runis) 
represented neerly three-fourths of total capital formation. In other countries 
the participation of foreign capital was emalier 21/ On the whole, there was 
little cvideme that foreign investaent - partioularly long-term capital - was 
directly related to ouvrent changes in the terms of trade to « substantial extent, 
In many instances, the flow of foreign capital appeared to be related to 
availability of resources, comparative costs, security of investmnt, level of 
demand for particular producte and similar considerations. In some instances, 
outward capital moveasnte (inolwling increases in foreign assets) mre than offect 
the inflow of foreign long-term capital. On cocasion, net outward capital 
movement ves larger than total domestic capitel formtion. 

172, The resulte desoribed above are to some extent a consequence of the 
investment process. Clearly, the amount of investment in fixed cegytal mod 

not vary directly with short-term influences, such es a rise in prices, regardless 
of the magintude of such changes, when these are not expected to inst. ‘Thies is 
because entreprencurs plen production with a view to maximizing the net returns 
expected curing the normally long lifetime of capital assete. Furthermore, 


1]7/ In som countries, inoluding the Philippines (particularly mtil 1950) and 
Turkey, foreign grants supplemented the inflow of foreig capitel. 
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when - as was frequently the oase in 1949 and 1950 - enterprises were working 
below capacity, a rive in sales prices over unit costa need not be followed 
immediately by new investment, exoept for expenditures to put idle installations 
back into production and perhaps to modernize production processes. 

173. In addition, even when the above considerations do not apply, som tim 
normally elapoee between a change in incomes and profite and a corresponding 
change in the volume of investment. The delays involved generally differ among 
categories of invwetmnt ani my be expected to be longer for investments in 
fixed onpital 24/ If in the mantime conditions lead to a reversal of 
entrepreneurial expecations, investment programmes may be postponed or 
abandoned .22/ In vi-w of the omplitude and duration of changse in prices ant 
profits, the delays inherent in the investment process aesumd great significance 
for the less developed primary producing countries in 1948 to 1952. 

174, The above considerations ave esjectally psrtinent with respect to large- 
scale undertakings, whether these produce for export or for the domestic marist. 
In particular, the greater the capital intensity of the productive process, the 
longer the expected life of the ocepital assets and the more extensive the period 
of preliminary exploration, mrket analyeie and determination of the productive 
process and types of equipment, the more will investment decisions be divorced 
from short-run inducements and becom sensitive to long-run considerations. 
Theee considerations - which generally apply to mineral industries, 
transportation, public utilities and, to a lesser extent, agricultural 
enterprises - aleo tend to redwe the response of the volum of investmnt to 
changes in ourrent prices end profite. Investment decisions among enterprises 


in the export sector are dependent on certain additional fectore which my reduce 
the influence of current developments in an exporting country etill mre. 


18/ The full consequences of new investment on the output of goods end services 
ie further retarded by the time elapsing between the preparatory stages 
of the projeot and the completion of installations. 

19/ The consequences my be even mre eerious if expectations, with respect to 
changes in reel incose, are more elastic in a downward than in an upward 
direction, which would probably ocour in the case of entrepreneurs in 
under-developed countries embarking on new or unfamiliar fields. 
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Investment decisions are also dictated by consideration of long-run trends in 
prospective seles prices and unit coste. But among erport industries, sales 
prices are determined by confitions ih world markets, while local costs ani 

taxes in the producing country are significant to the extent that they are en 
important part of total unit costs (which is not always the case) and that trends 
in looal coste and taxes are expected to diverge from other costs or from costs 
ani taxes in other countries producing the same commodities. Furthermore, 
enterprises having access to adequate sources of finance in the capital markets 
of more developed countries are in a position to plan their investments with 

less reliance upon the ourrent volum of profits. ‘Therefore, large-scale 
investment programme are often confiucted during periods of stable or falling 
temand anf prices; for example, mining investments in Northern Rhodesia were 
planned at a time of high copper prices, though executed largely in the 
depression of the nineteen-thirties. ‘The same is generally true of investasnts 
in petroleum in the Middle East during this period. 

175. In practice, fixed investments by large-scale enterprises tend to increase 
during prosperous times to the extent that long-term investaent projects have 
already been formated .2°/ However, this ia not always so. It often happens 
that favourable market conditions fail to evolw any great flow of ‘new investaent, 
as in the case of tin companies in Bolivia during a large pert of the ninsteen- 
forties and export industries in a number of countries in the post-war period 
euch a8 investments in Malaya apf in other countries of the Far East. 

176. Hence, there are :wusons sor expecting that a suiden ani unforeseen rise 

in profite may not always be accompanied by a correspomiing increuse in the volum 


of investment in large-scale enterprises 2/ On the other hand, the volum 
of investment is more closely related to the current level of incoms ani profits, 


20/ Total investment vould also increase owing, inter alia, to greater 
requiremsnte for vorking capital vhen the enterprises expand their output. 


21/ The long-term significance of thie process transcenis ite immediate effects. 
Control over the timing of investaent allows larg-scale enterprises to 
adjust their purchases ani borrowings in order to lower their fixed costs, 
and thus contributes to reduce expenditure of real resources, andi hence 
real wit costs, during the lifetim of fixed assets. fo this extent, 
the process benefits the producing countries in the long run. 
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whather arising from favourable terms of trade or other reasons, in industries 
where the average size of firme is smaller, the capital intensity is lower ani 
the lifetime: of capital assets is shorter. In under-developed countries this 
pattern obteins more frequently in industries producing for the domestic mrint 
and among smaller firms producing for export, principally those owned by residents 
of the exporting country. Here the limiting factors are the low level of 
savings, the narrowness of the markete for the products of industry and the 
scarcity of certain factors of production, including managerial personnel, 
industriel technicians and skilled workers. All these factors increase the 
risks of productive investment and simltaneously mke more attractive the 
traditional pattern of investment in commercial inventories, real estate, 
residential construction or purchase of foreign securities. 

177. The effects of these factors are diminished in countries where the econcay 
is more diversified. This was olearly apparent in some countries in the process 
of development (Argentina, Brazil, Mexico and Turkey, among others) where, during 
the post-war period, there was considerable public and private investment of a 
productive character, inoluding a number of large-scale industrial projecte. 
178. In view of the technical and institutional characteristics mentioned in 

the preceding paragraphs, it is to be expected that in primary producing 
countries - especially among the less developed - the course of domestic capital 
*srmation should fail in the short run to ensure the full and adequate 
utilization of savings, particularly if these arise from wide fluctuations in 
foreign trade prices. In these oases (by no mans uncommon during the period 
1948 to 1952) the increase in profits and savings is accompanied by an outward 
flow of exporters' profite or an acoumlation of idle foreign balances, ani theese 
movements check the potential secondary effects ou employment anf income of the 
initial increase in the gross geographic product accompanying the rise in the 


terms of trade. 
179. In view of the extent and intensity of fluctuations in profite and incomes 


erieing from foreign trade influences, there are clear advantages in investment 
policies by entrepreneurs of an "anti-oyolical” character, which would help to 
compensate for fluctuations in employment and incomes from current production. 
To the extent that private investment follows a different course, public 
investment, tax and borrowing programmes may be so conducted as to ensure the 
full and adequate utilizetion of savings in the short run. In particular, 
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programmes may be planned to offset the expansion of non-productive investment 
during yeare of favourable terms of trade ani to compensate for the fall in 
private investment dufing adverse periods. The following paragraphs summarize 
the experience of several countries in this respect. 

180, Since 1948, the Burmese economy has been seriously affected by the 
dislocation and destruction of the war, unsettled political conditions in the 
post-war period and other unfavourable factors. As a result, per capita grose 
geographic product in 1950/51 fell 40 per cent below the levels of 1938/39. 
These developments were accompanied by a serious decline in the levels of 
employment, consumption and savings. At the same tim, the Government extended 
the soope of ite activities, inoluding wider participation in the fields of 
industry end commrce, and as a consequence the development programe of Burm 
began to gather momrtum. There was a considerable diversion of private savings 
from domestic capital formation, particularly in the immediate post-war period. 
This, however, was partly offset by the expansion of capital disbursements by 
public authorities, financed entirely from current revenues. 

181. After falling slightly between 1947/48 and 1948/49, consolidated government 
revenue grew sharply, from 466 million kyate in 1948/49 to 621 million in 
1949/50 and an estimated 645 million in 1950/51, an increase of 38 per cent. 

The major sources of the additional revenue were higher yields from import duties, 
exoises, sales taxes ani incom taxes. The improvement in export prices 
inoreaged the profits of government boards engaged in export activity, and 

hence contributed significantly to the rise in public revenue. Consolidated 
ourrent expenditures rose by 19 per cent between 1946/49 and 1950/51. Capital 
expenditures, on the other hand, increased at an accelerated rate, having more 
than doubled during the sam: pe:iocd. 

182, As a result of these treris, the consolidated government surplus grew from 
53 million kyate in 1948/49 to 184 million kyate in the following year, only to 
decrease to 87 million in 1950/51. The sccumlated budgetary surplus was 
reflected in the rise in the government's cash balance, which at the end of 


1951 resohed 422.4 million kyate. 


22/ Boonomic Survey of Burma, 1952 (Rangoon, 1952). 
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183. According to revised estimates for 1951/52, the increase in reveimue of over 
20 per cent compared with the previous year was accompanied by moderately larger 
ourrent expenditures and sharply increased capital expenditures, the latter being 
estimated at 263 million kyate, or 36 per cent of total expenditure. ‘The rise 
in expenditure over revenue cancelled the over-all surplus in 1951/52. 

164. Thus, monetary anf fiscal policy in Burma offset part of the decline in 
private saving. The accumilation of cash reserves in the government seotor 
neutralized the inflationary consequences of the expansion of bank loans to the 
public in the face of a redwed supply of goods, and facilitated the financing 
of the expansion of public investment necessary to restore capital equipment 
destroyed during the war and raise the standard of living above pre-war levels. 
185. The rate of public investment is to be further increased in 1952/53, to an 
estimated 480 million kyats, or slightly over 40 per cent of total public 
expenditure. A substantial part of thie sum is allocated to the development 
of industry and mining, as well as agriculture and transport. A deficit of 

29 million kyate is expected to be covered largely from borrowing and drawing 
upon government cash balances. 

186. The utilization of resources now under-employed will provide an initial 
cushion against the inflationary effect of increases in investment activity. 
The Government is aware of the need for stimlating private savings and 
developing the capital mrket to prevent the appearance of inflationary forces 
as recovery procueds. However, it is recognized that the demands on private 
savings for investment purposes are likely to be large, hence the authorities 
propose to rely for financing investment programmes on revenue derived in large 
part from higher yields from existing taxes following the increase in output of 
goodie and services. At the sam time the Union Bank of Burma has been granted 
additional power over commercial banks. 

187. In Brazil some of the mijor obstacles to economic development originate in 
the low levele of real incom per head ani the inability to import enough to 
meet growing needs for capital goods. These and other feotors ,22/ inoluding 


23/ See Economic Commiseion for Latin America, Recent Faote and Trends in the 
Economy of Brazil (£/CN.12/217/Add.2). ee ef 
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the need to expand imports of rew materials as well as of capital goods, emphasize 
the impo:'tance of the increase in the country's capecity to import following the 
imprevement of ite terms of trade after 1949. 

188, Gross capital formation nearly doubled between 1946 and 1951, private and 
public investment growing at approximately the sam rates. Road building and 
investments in petroleum were two significant items in public investment. As 

to private investment, fixed capital investments in inéustry, public utilities 
ani agriculture absorbed larger funds than either construction or increases in 
inventories A! A considerable volum of investment in Brazil has been directed 
to the development of basic iniustry, particularly mtallurgical, engineering and 
heavy chemical industries. The increase in commercial inventories was fairly 
méerate until 1951. 

189, The increase in the capacity to import, and the even steeper rise in 
produotion of capital goods, facilitated the financing of these investaent 
programmes without impairing the levels of consumption. The annual averege volum 
of imports for 1951-52 increased by 69 per cent over the average for 1947-49. 
Capital goods participated in the general movement, but legged behind rev 
materials and consumer goode. Annual importe of capital goods rose only 53 

per cent in 1951-52 compared with 1947-49, but in 1952 they increased as a 
proportion of total imports. 

190. In Ceylon, the improvement in government receipts which followed the rise 

in export prices was also accompanied by increased expenditure on current ani 
capital account. The latter is largely due to development expenditure 
including, among other plans and projects, a programe for land development to 
improve the production of food for dometic markets, as well as industrial 
projecte, transport andi fuel development. 

191. Ae the rise in revenue after 1948 improved the budgetary surplus on current 
scoount from 31.5 million rupees in 1948 to 153.2 million in 1951, expenditures 
on capital account also rose from 108.0 million rupees in 1948 to 222.0 million 
in 1951.  Thie led to sudstantial over-all deficits, financed by drawing on 
cash reserves and by borrowing. In 1951, however, revenue again rose, by almost 


24/ However, according to preliminary data, groes investment in coffee 
plantations absorbed less than 2 per cent of total capital formation 


in 1951. 
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50 per cent, following an improvement in the price and the value of exports, 
waich reduced the over-all deficit. The Govermmnt, however, continued its 
borrowing operetions by substantially more than the actual deficit. The result 
has been to inorease ite onsh balances. In 1952, the situation was reversed; 
according to preliminary estimates, revenue from export duties fell, reducing 
total rmvenues. Expenditure, however, continued to rise - particularly capital 
expenditure which almost doubied the figure of the previous year end was expected 
to reach a total of 433.2 million rupees, financed by further drawing on 
accumlated cash balances and by greatly increased borrowing. 

192. The Government sought to keep down the expansion in the money supply by 
increasing its borrowing from non-banking sources. Actually, loans from the 
public (including institutional savezs) were among the major sources of funis in 
1951, Sut in 1952 the rise in the deficit was accompanied by more extensive 
resort to banking funds. This partly offset the consequences of the fall in 
foreign eseete and loans to the public upon the money supply, which therefore 
remained relatively otable during 1951/52. 

193. The above examples illustrate the role of private capital in the investmnt 
process as well as the use of fiscal and monetary policy by governments to 
channel an increasing proportion of the savings of the community into productive 
investment when the national product expands in x. sponse to improvement in the 
‘erms of trate. At the same tim, the maintenance of the volum of public 
investment during years of deteriorating terms of trade contributes to offset 
the decline in private capital formation. 

194. The capacity of productive facilities ani the degree of diversification ani 
industrialization achieved by the economy determine the effectiveness of fiscal 
measures to promote economic development during extended periods of deteriorating 
terme of trade, just as the sam factors contribute to set limite to the 
adequate utilization of gains from trade during periods of improving terms of 
trade. It ie clear, however, that the responses of the private seotor to 


25/ The impact of the financial operations on the cost of living was further 
lessened by inoreasing food subsidies ani by Central Bank regulation of the 
reserve requiremnte cf commroial banks, which limited the extent of 
credit expsnsion. 
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fevouredle trends in foreign trade prices is not always confucive - either in 
timing or in direction - to investments which promote economic developments. 

Som of the examples in the preceding pages demonstrate that during recent years, 
the fuller utilization of gains from trade for the purpose of achieving a lasting 
improvement in the use of resources reste in part upon the edequacy of governmnt 
programms designed to increase the degree of diversification and iniustrialisation 
of the economy. 





